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OOKING back over 1946 it can be said that the

economy weathered reasonably well the first full year

of adjustment to peacetime conditions. The total national output

was lower than in 1945, though the trend was upward from the low

point reached early in the year under the initial impact of recon-

version. Withdrawals of both a permanent and temporary nature

shrank the labor force from the abnormally high war levels so that

unemployment did not represent a major problem even in the early
months of the year.

The reduction of the abnormally high rate of personal savings
of the war years enabled the flow of goods into consumption to in-
m crease as output of civilian type goods was expanded, even though

the abandonment of price controls in the latter part of the year
meant that these goods were being offered at sharply advanced

quotations. -

T et e T I (R - With the sweeping away of price controls, except those on resi-
SEsn v dential rents, sugar, and rice, the last of the major economic
R RO /5 <. | .3 restraints imposed during the war was removed. By the end of
o L T e 1946, therefore, market forces had been returned to their traditional
role of guiding output and distributing both the factors of produc-
tion and the product of industry. |
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ﬁ, From the outset of 1946, businessmen proceeded upon the as-

e sumption that rising sales to the enlarged civilian population and
B T S R S increasing profits were ahead. This was evidenced equally by the
St N e D aggressiveness with which capital expenditure plans were pushed
P i bl S R T and the eagerness with which bidding proceeded for the available
TN e T B T T B [ goods. These expectations, with but few exceptions, were realized.
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1946 o 'y : , e In the final months of the year, the culmination of the sellers’ mar-

00 MI 50“.,“..,%20 0 ket was reached, with the sharpest mark-up of prices for any
BILLIONS OF DOLLARS | similar period in history.
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Throughout the year, as earlier during
the all-out war effort, the underlying
economic pressures were on the side of
demand. These pressures continued to
find their scurce in the current and pent-
up requirements of the civilian economy,
but the pressures gradually lessened as
they were no longer reinforced by the
urgent needs of the fighting forces.
Thus, the major problem during this year
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SURVEY OF CURRENT BUSINESS

of transition continued to be one of pro-
duction, but within the special setting
and requirements of reconversion. The
ingistent nature of demand gradually—
and then rapidly-—diminished as the in-
creased flow of goods at higher prices
quickly cut the rate of savings from cur-
rent incomes and caused a reappraisal
by consumers of both their needs and
ability to buy. When this point was
reached, the impetus of the price advance
was-in large part lost. |

The year saw the reorganization of re-
sources and the refilling of pipe lines to
permit the resumption of production in
industries formerly fturning out muni-
tions. The steady uptrend of output in
this area was accompanied by the al-
ready high and, in many instances, still
rising rates of output in other economic
sectors less directly involved in recon-
version tasks. The result was an annual
aggregate of production which, while
considerably lower in physical terms
than the output of the war yvears, was
nevertheless well above the output in the
prewar year 1941,

It is not possible, of course, to make
any precise comparison with the prewar
yvears, but the approximate increase in
total real output over 1941 was about
one-fifth. Production was better bal-
anced in 1941 in relation to consumer
needs, since in that earlier year distor-
tions associated with preparing for war
were not especially important.

The price rise, however, raised the 1946
value of output to within 3 percent of
the 1945 total and to 61 percent more
than in 1941,

Expansion Resumed

Last year’s annual review described
how the economy was quick to muster
strength after the sudden end of the
war and the subsequent large reduction
in military procurement. The upsurge
of industries formerly held down by war-
time shortages, continuance of relatively
high activity in plants undergoing re-
conversion, the emergence of heavy back-

‘Jog demands—these and related factors

served to offset a large part of the sharp
contraction in the Government sector.
By early 1946 it was possible for the ex-
pansionary forces to assume a dominat-~
ing role in the economy. Xurther cut-
backs made in Government procurement
after that date were more than offset by
the continued advance in other sectors.

Nonagricultural employment advanced
steadily and by the end of the year was
5 million larger than at the end of 1845
and some 4 million larger than in early
1945 when war production was at a peak.
Monthly income payments also moved
upward during 1946 to top earlier highs.
It may be noted, however, that important
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components of the income and employ-
ment totals—such as those components
related to activity in durable goods man-
ufacturing—remained below wartime
levels,

The trends of these and other indi-
cators of business activity are illustrated
in the charts accompanying this intro-
ductory section.

The rise in unemployment during re-
conversion was limited by the strength of
the recuperative foreces in the economy
and by the large-scale withdrawal irom
the labor force of war-induced en-
trants—mostly women, but including a
substantial number of veterans taking
advantage of the educational benefits af-
forded under the GI bill of rights. In
early 1946, a total of 215 to 3 million
persons were reported by the Bureau of
the Census as without jobs and actively
seeking work. At the same time the
number of veterans temporarily delaying
their return to the labor market was in
the neighborhood of 134 miilion. This
gave a combined total of 4 to 415 million
workers who could be placed in the cate-
gory of normally seeking employment.

Between July, 1945, and February,
1946, there was a reduction of approxi-
mately 8 million in the total labor force.
This shrinkage included the withdrawal
of veterans and war workers, as noted
ahove, and the normal seasonal decline
from the July peak. Small additional
war worker withdrawals after February
were more than offset by the normal
growthh of the labor force and by the
return of veterans who had been resting,

Aftermath-of-the-War Influences

*Aftermath-of—the—war influences per-
meated all phases of economic activity
during 1946. The major developments

-on the production front, the labor front,

the price front, and the demand front,
were not so much characteristic of a pe-
riod of general business expansion such
as occurs in the rising phase of a normal
business cycle as they were peculiar to
this particular period of rapid transition
from an economy long mobilized for war
production to an economy being geared
to full-scale peacetime operations.

‘"While many adjustments incident to this

transition had been worked out by the
end of the year, others remained to be
resolved before the economy could be
sald to be restored to a more or less
normal peacetime footing.

Imbalance in Input-Output Relations

In the production sphere, for example,
the fact that the economy was in 3
transitional stage was evident in the im-
balance between the output of finished
goods and the input of labor and raw
materials in the durable goods indus-
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tries. This imbalance was particularly
marked during the early months of last
year while supply lines were being built
up and arrangements were being made
for a steady flow of parts and subassem-
blies. Until such preliminary activities
had been completed, there could be only
g trickle of finished goods output from

the former munitions plants.

The input-output imbalance tended to
be corrected as the year progressed, but
the correction was by no means com-
pleted when the new year was ushered
in. Plant operaticns continued to ke
interrupted by temporary shortages of
materials in heavy demand or by the
uneven flow of components—work stop-
pages resulting from industrial disputes
were often an indirect if not a direct fac-
tor in such interruptions. Moreover, as
long as output in some mass production
industries was still in a rising phase, it
was necessary for the allocation of the
input factors to be weighted in favor of
the earlier rather than the later st_ages
of production.

The experience in the automobile
industry illustrates this situation.
Throughout most of 1946 employment in
this industry was considerably above the
level in a prewar year such as 1940,
Nevertheless, in no month of last year
did the combined rate of production of
passenger cars and trucks attain the
peak monthly rate of the earlier year,
nor did the increase in the production
of replacement parts account for this
disparity. This experience was not a
case of a setback in technological prog-
ress or a misdirection of productive
efforts, but was essentially a transitional
phenomenon characteristic of any major
change-~over in final product output. It
was, of course, aggravated by the fact
that other industries were in g compara.-
ble situation. The usual input-output
measures of productive efficiency are not
applicable under such conditions.
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Industrial Disputes Reach High Point

On the labor front, as well, the major
developments were in the nature of ad-
justments to the changed environment
following the liquidation of the war
economy. The widened area of indus-
trial disputes in the early months of the
vear was, to some extent, a repetition of
the experience after World War 1.

As shown in the charf, man-days idle
as a result of strikes and lock-outs rose
to a high point in February of last year
when the idle time amounted to about
4 percent of total working time in manu-
facturing. This estimate, however, does
not include time lost because of the sec-
ondary effects of work stoppages.

Postwar Changes Create Wage Problem

The 1946 wave of labor-management
controversies was initiated soon after
VJ-day when cuts in wage earnings con-
sequent upon the reduction in hours and
shifts in employment from “war” to
other occupations—at a time when the
cost of living was being maintained—
gave rise to a widespread demand for
general wage increases. The ensuing

- work stoppages affected the basic steel

industry, major segments of the automo-
bile and electrical machinery industries,
and many others.

The mid-February settlement in steel,
at which time a new wage-~-price policy
was issued by Executive order, estab-
lished the pattern of wage adjustments
for the large manufacturing concerns
and resulted in upward adjustments
throughout industry. However, the wave
of work stoppages did not recede to much
lower levels until after the shut-down at
the soft coal mines during April and part
of May was followed by the crisis in rail
transportation. Fortunately for the
economy, the rail strike was quickly ter-
minated. Another crisis was averted in
December when the bituminous coal
mines—which were under Government
operation—were reopened after the No-
vember shut-down. This threat to the
economy was terminated when the Gov-
ernment resorted to court procedures.

The outcome of the postwar wage ad-
justments was that from the war peak
reached in the first quarter of 1945 to the
final quarter of 1946 average hourly earn-
Ings in nonagricultural employment were
raised about 11 percent and average
weekly earnings about 4 percent. The
increases were considerably less than
average in industries where overtime was
important during the wayr, and consider-
ably above average elsewhere. In non-
manufacturing industries, for example,
both weekly and hourly earnings ad-
vanced about 15 percent, on the average.
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The sweeping price rise after the elim-
ination of price controls outstripped the
advance in wages and impaired purchas-
ing power to the extent that concern was
being expressed at the year-end as to
whether the then existing wage-price
Irelationships would permit a satisfactory
solution to the emerging problem of as-
suring adequate markets to sustain high
production and employment in the period
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ahead. It isevident that the post-decon-
trol advance in prices received its major
impetus from demand rather than cost
factors. 'This is most clearly seen in the
rise in farm prices. Higher prices of ma-
terials, as well as higher wage rates, often
meant higher costs for business firms,
Cost increases were, of course, a major
factor in the rise of many manufactured
products.

Transitional Influences Bolster Demand

A third area where the effects of tran-
sitional influences were apparent was in
the field of consumer and business buy-
ing, The consumer market was sup-
ported by the needs of the large number
of returning servicemen and by the ap-
pearance of heavy backlog demands for
goods largely unavailable during most of
the war years. By the year end much of
the backlog demand was still unsatisfied,

~although it was being steadily whittled

down by the rising curve of prices as
well as by the mounting output of goods
formerly hard to get.

In the aggregate, the distribution of
consumer incomes as between expendi-
tures and savings for the year as a
whole was about in line with prewar
relationships. Toward the end of the
year, however, this relationship was be-
ing disturbed by the price rise. - Further-
more, as pointed out in detail in a later
section, spending for durable goods and
consumer services throughout 1946 was
below the amounts indicated by the pre-
war relationship and spending for non-
durables was considerably above the in-
dicated volume. Much of the above-
average spending in the latter category
occurred in food where price increases
were particularly outstanding.

The existence of pent-up demands re-

- sulted in considerable price pressure on
consumer durable goods but did not re-
sult in any spending “bulge,” since these
goods remained in short supply through
the year end. It was the latter fact
which permitted consumers to divert
more than the usual share of income to
nondurable goods purchases. This
source of funds for diversion will be
gradually wiped out as durables appear
in greater supply.

Large Inventory Requirements
The rate of business buying during the

reconversion period was augmented by

the need for rebuilding inventories at all
stages of production and distribution.
This need was not merely a consequence
of the bare shelves, empty stock hins, and
unfilled pipe lines, which were a legacy
of the general shortages during the war.
Large-scale inventory rebuilding was
necessary in the reconversion industries
where war stocks had been liquidated and
materials and supplies had to be re-

SURVEY OF CURRENT BUSINESS
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stocked as a preliminary to the resump-
tion of civilian production.
Considerable inventory replenishment
was accomplished during 1946, with the
build-up of stocks -accelerating after
mid-year. DBy the year end, the total
book value of business inventories—in
the hands of manufacturers, wholesal-
ers, and retailers—had been raised to
34.9 billion dollars as compared with 26.4
pillion dollars a year earlier. A substan-

tial portion of the increase reflected -

higher prices.

The over-all inventory-sales relation-
ships at the end of 1946 suggested that
the market prop afforded by inventory
buying was not likely to be eliminated
immediately and on a wide scale. While
top-heaviness was apparent in a few
lines, shortages still persisted in many
others. Nevertheless, the rapid rate of
accumulation was ifself evidence of
adjustment ahead. -

Capital Outlays Expand Rapidly

The rate of business buying in 1946
also was augmented by expanded ouflays
for plant and equipment purchases,
Pent-up demands were heavy in this field
because of the restrictions on construc-
tion during the war and because of the
difficulty of securing machinery not es-
sential to munitions production. Thus,
business outlays for these purposes rose
sharply after the end of the war, from an
annual rate of about 6 billion dollars in
the second quarter of 1945, to 14 billion
dollars in the final quarter of 1946.

Residential construction is another
area where deficiencies carried over firom
the war—and, in this case, from the pre-
war period, as well—resulted in a spurt
in activity following VJ-day. While the
buying strength in this sector is clearly
of the aftermath-of-the-war character,
it is certain to prove of longer duration
than the other bolstering influences pre-
viously noted.
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Finally, the demand for domestically
produced goods was augmented during
1946 by the pressing relief and rehabili-
tation needs of war-devastated areas.
A significant share of total exports was
financed through unilateral transfers of
various types, including funds made
available to the United Nations Relief
and Rehabilitation Administration,
through Government-extended -credits,
and through the drawing down of for-
eign-owned gold and dollar balances.

Price Rise

Clearest evidence of the combined
strength of the demand forces was pro-
vided by the rapid rise in prices during
1946, particularly during the last half of
the year when price controls were re-
moved. The full-year rise amounted to
30 percent at wholesale and 18 percent
in the consumers’ price index, on the
basis of the BLS indexes. 'The magni-
tude of the price increases provided an
indication of the extent to which the
former ceilings had held prices below the
levels that would have been established
in a free market, though the elimination
of previously paid subsidies was a factor
in the rise in some commodities. In all
cases the price advances meant a higher
payment for the buyer; to the extent
of the subsidies, it did not always mean
that the yield to the seller went up cor-
respondingly.

The important points to be noted
about the price rise are these:

1. The increase was general, although
the largest percentage gain occurred in
foods, with the increases in hides and
leather and in textiles commg next in
order of size.

2. The broad price movement was up-
ward through the year end, despite a few
declines such as the break in the raw cot-
ton market in October.

3. The increase inevitably resulted in
an impairment of consumer purchasing
power since, aside from the portion of
the added income which was siphoned
off in larger tax payments or in retained
corporate earnings, the incomes of many
large consumer segments did not move
up in line with the advance in prices.

Stock Market Reversal

The accelerated price rise in the sec-
ond half of 1946—which lifted farm in-
come and over-all business profits above
earnings in any previous period—did
not have a counterpart in the stock
market. Almost coincident with the
rise in commodity prices, stock prices
took a sharp downward turn.

This decline was one of the develop-
ments which was interpreted by busi-
ness as a danger signal. Together with
the increasingly general recognition of
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the temporary character of some of the
current market demands—notably that
for rebuilding inventories—and the in-
creasing degree of consumer resistance
to steeply higher prices, as well as a
growing distaste for low-quality mer-
chandise, the price decline in stocks un-
doubtedly was a factor in the shift in
buving psyvehology from the bright
- green, which shone throughout the first

half of the year, to the amber which
was very clearly seen by buyers at the

end of the year.

Sellers’ Market on the Way Out

While there is considerable uncer-
tainty as to how soon the temporary
supporting influences will disappear, it
is nevertheless apparent that with the
improved flow of ‘goods and the elimina-
tion of some of the most urgent backlog
demands, the sellers’ markets of recent
years are already on the wane.

Evidences of the change have been
widespread, though the major mani-
festation late in 1946 was in luxury lines
where very considerable adjustments
were possible without impairing the real
standard of living. In furs, in jewelry,
at winter resorts, and at the race tracks,
business was down, even though it was
still high by any standards exXcept those
of the peak war period. With real pur-
chasing power falling rapidly in the final
months of the year—particularly for
those who are not major patrons of the
luxury trades—it was necessary for ad-
justments to be initiated beyond this
select circle. 'Thus, spending upon some
of the day-to-day requirements was
being curtailed. |

SURVEY OF CURRENT BUSINESS

From the standpoint of producers and
sellers of goods and services, cost-price
relationships at the end of the year were
yvielding, by and large, a. margin of profits
in line with those in other years of high
business activity. While profit expe-
rience varied considerably during 1946,
this variation was largely a consequence
of the comparative ability of various in-
dustries to supply the market. The re-
conversion industries during much of
the year generally were unable to do
so, and it was not until the final half
year that such industries raised produc-
tion up to a point where substantial
profits were again being generated.

In sum, it was apparent at the end of
1946 that the second phase of the post-
war readjustment of the economy—get-
ting over the reconversion hump—had
been passed. The free spending psychol-
ogy was on the wane at the same time
that the temporary general production
and market conditions which delayed the
attainment of efficient production iIin
some industries were also being corrected.
This meant that pressures being built up
would again focus the energies of the
country toward accelerating the effi-
ciency of production, and assuring the
consumer more value for his dollar.

Balancing OQutput With Demand

With the prices at the year-end already
cutting sharply into the purchasing
power of some of the major consumer
segments, the question that confronted
the economy was whether the increased
quantity of final products could be ab-
sorbed through purchasing power adjust-

‘ments without necessitating a decline in

the over-all volume of production and

o

employment. Fundamentally, the ques-
tion posed was one of income-price-cost
relationships and not of lack of apparent
business opportunities. The backlog car-
ried over from the war was of sufficient
size and potency, and the available finan-
cial resources were so great, as to make
possible a sustained high level of cpera-
tions for the economy for an extended
period. "The developing imbalances
nonetheless carried the threat of a tem-
porary setback. The general recognition
of these difficulties was a healthy
development since it meant early, rather
than late, stock-taking and possible con-
structive action.

Production in 1947 could very definitely
advance to higher levels. The flow of the
final products to consumers could be ex-
pected, on the basis of the production
outlook, to be some 10 percent larger than
the rate of flow in the final months of
1846. The objective for total produc-
tion—including intermediaté products
such as inventories—implies not quite s0
large an increase in relative terms be-
cause production will be better balanced
than in 1946. -

There is as yet, however, no answer as
to whether inventory accumulation, a
very dynamic factor in late 1946, will
taper off gradually, or whether accumu-
lation will proceed to such a high point
that a violent correction will then ensue.
Nor is there yet an answer to what will
happen to the consumption pattern as
the enlarged flow of durable goods chal-
lenges the abnormally high volume of
consumer nondurable goods expendi-
tures relative to incomes, which was the
outstanding feature of the sales picture
in late 1946. R

National Income and National Produect®

The gross national product, which had
dropped rapidly with the end of the
war, turned upward after the first quar-
ter of 1946. (See Chart 1.) The dollar
total for the year of 194 billion dollars
was lower than in 1944 and 1945, but the

fourth quarter seasonally adjusted an-

nual rate of 205 billion dollars approxi-

1 The product and income tables are pre-
gented in abridged form in this issue; more
detalled estimates will be published in a
subsequent issue, together with a general
revision of the series. The present estimates
represent an extension of those published in

the February 1946 issue,

mated the wartime peak reached during
the first half of 1945, 'The gross na-
tional product represents the total out-
put of final goods and services at market
prices, and inclusive of government serv-
jces.

In real terms, however, the output of
the economy as a whole in 1946 was con-
siderably lower than in the war years.

In view of the shifting nature of the

product exact comparisons are not possi-
ble, but the reduction approximated
one-seventh. In comparison with 1941,
however, there is an increase of about

one-fifth, reflecting the higher level of
employment and the more productive
utilization of resources in the economy.

Divergent Movements

As the year opened, the rapid decline
in Government expenditures was taper-
ing sufficiently to be about offset by the
unprecedented expansion of capital for-
mation and consumer expenditures. By
the second quarter, the volume of out-
put was on the upgrade, though the
change in the national product for this
period was slight. The rise in the dollar
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totals reflected the beginning of the
price rise.

With the lapse of price controls on
July 1 and their partial reinstitution and
subsequent abandonment, prices jumped
sharply, and the national product meas-
wured in current dollars likewise increased
rapidly in the third and fourth quarters,
In fact the increases in current dollars
in these two quarters approached those
during the 1942 conversion {o war pro-
duction, the most rapid period of eXpan-

sion in the Nation’s history.

Composition of Product

While the size of the national product
in current dollars now is unprecedented
except during the War, the composition
in terms of three broad categories fol-
lows the prewar pattern more closely
than might have been expected. In pre-
war years consumer goods and services
approximated two-thirds of the gross
product, government expenditures for
goods and services one-sixth and private
gross capital formation one-sixth, In
the second half of 1946 the seasonally ad-
justed figures show consumer expendi-
tures almost exactly two-thirds of the
gross product, Government expenditures
slightly less than one-sixth and capital
formation slightly more than one-sixth.

That Government expenditures for
goods and services are actually less than
their prewar proportion of total product
may seem strange in view of the size of
the Federal budget, but this is because a
large part of current Federal expendi-
tures are in the form of loans and trans-
fer payments rather than of payments
for goods and services.

Coincidence of the proportions for the
three broad categories, however, should
not be interpreted to mean that a normal
balance has been restored in the econ-
omy. Within the three categories there
are still imbalances which stand out
prominently.

Shift in Government Sector .

Government expendifures for goods

and services declined sharply during the

first three guarters of the year and lev-
eled off in the fourth quarter. The de-
cline was confined to “war” expenditures,
which at annual rates dropped from 24
hillion dollars in the first quarfer to 10
billion in the fourth quarter.

In total, the Pederal Government had
after seasonal adjustment a substantial
excess of expenditures for goods and
services plus transfer payments to indi-
viduals during the first half of {he year,
but an even larger excess of receipts qur-
ing the second half. However, the Gov-
ernment did not exercise such a defla-
tionary impact upon the economy as
might be inferred from this because of

~of 1929 and 1941.
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Chart 1.—Gross National Product
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the large government loans which were
granted to finance international trans-
actions. Siuch loans were a potent factor
in the market demand from abroad for
final products, and these goods and serv-
ices show up in the net exports when
classified in the gross national product
figures.

In contrast to the Federal Government,
State and local government expenditures
for goods and services not only increased
but increased more sharply than rev-
enues. Needless to say, the magnitudes

involved were much smaller than for.

the Federal Government.

Capital Qutlays Double Prewar

Private capital outlays, including con-
struction, purchases of machinery and
equipment, changes in business inven-
tories and foreign investment, totaled 32
billion dollars for the year as a whole—a
record high, more than three times the
total for 1945. The seasonally adjusted
annual rate in the latter half of the
year of 37 billion dollars is about double
the dollar total in the best prewar years
This is a dollar
amount capable of providing an invest-
ment outlet for a very large volume of
individual and corporate savings as well
as reinvestment of depreciation and
other business reserves.

ADJUSTED, AT ANNUAL RATE 47-53

Construction Moves Up

Both residential and other private con-
struction went forward at a rapid rate
in the first two quarters of 1946. By
mid-year, however, the volume of proj-
ects under way was too great relative to
the volume of production and stocks
of building materials, and in the last two
quarters the seasonally adjusted rate of
construction activity showed more mod-
est gains.

The dollar total of 8 billion dollars
for new private construction in the year
equalled the level of the 1920°s and eX-

"ceeded by half the total for 1941, With

the higher construction costs of 1946,
however, the real volume of activity was
far lower than in the 1920’s but may have
slightly exceeded the total for 1941, Al-
though new private construction con-
stituted only 4 percent of the gross na-
tional product for the year, compared
with 9 percent in the 1920’s, the indus-
try made a good start toward the high
post-war level clearly required by the
enormous back-log of demand.

Producers’ Equipment at High Level

Private expenditures for producers’
durable equipment totaled 13 billion dol-
lars in 1946, practically double the 1945
total of 7 billion dollars, The year-end
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level of more than 15 billion dollars was
at least 50 percent higher than in any
previous year.

Most types of equipment participated
in this unprecedented rise, including
trucks, business passenger cars, most
types of machinery and such miscel-
laneous items as office furniture, store
fixtures, and hand tools. Machine tool
output, however, was held down by Gov-
ernment surplus sales, and farm ma-
chinery by prolonged strikes.

Inventory Accumulation Spurts

Business inventories, which were low

in relation to sales at the end of the war,

responded to the pressure to make up
this deficit by advancing sharply during
1946. During the three postwar quar-
ters through mid-1946, inventory accu-
mulation proceeded at a high rate,
though partially obscured by the large
transfers of inventories to the Govern-
ment through liquidation of war con-
tracts. After Juiy 1, inventories accu-
mulated at the most rapid rate on record
with the possible exXception of a short
period just prior to the 1920 break.

Estimates of the extent to which in-
creases In book values of inventories re-
flect replacement of essentially the same
goods at higher prices and the extent to
which they represent increased quanti-
ties of goods on hand are liable to more
than the usual error in this year of vio-
lent and selective price changes. The
figures that have been arrived at are
shown in table 1.

For the year as a whole, the book value
increase was 10 billion dollars, of which
3% billion dollars was estimated to rep-
resent price mark-ups and 6Y% bhillion
dollars real accumulation. The real in-
crease was at a seasonably adjusted rate
of 4 billion dollars in the first half of
the year and 9 billion in the second half.

This estimated 9 billion dollar real an-
nual rate in the July to December period
constituted one-fourth of private gross
capital formation and 5 percent of the
entire gross national product. While
over-all inventories are still deficient in
relation to the expanded rate of current
sales, the deficit is being made up rapidly.

Foreign Balance

Net exports of goods and services, ex-
cluding unilateral transfers such as
“straight” lend-lease and UNRRA Ifor
which repayment was not expected,
reached a total of 5 billion dollars in 1946.
This compatres withh an average of 1 bil-
lion dollars in the 1920°s, much smaller
figcures during the 1930’s and negative
amounts at the peak of the war effort in
1943 and 1944.

Consumer Expenditures Up 20 Percent

Consumer expenditures for goods and
services amounted to 127 billion dollars
in the first postwar year, 20 percent
above 1945 and 70 percent higher than
in 1941. This, the largest component of
the gross national product, has now had
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an unbroken rise since the recession of
1938. The greater part of this sustained
rise represents higher prices, which have
risen every year since 1939. The real
value of consumer expenditures, however,
has increased more than 20 percent over
the 5-year period since 1941.

Table 1.—Gross National Product or Expenditure:s: Annual Totals and Seasonally
Adjusted Quarterly Totals at Annual Rates !

[Billions of dollars]

1945 1946
Item — - — - - e .
I II ITT IV | Total I II III IV | Total
Gross national product or expenditure.._.. 205.1 1 208.2 1 198.2 ; 185.2 | 189.2 ( 183.7 | 190.2 | 196.6 | 204.7 | 194.0

Government expenditures for goods and

SO VIS . o et e e e e ————— 96. 5 99. 8 81.0 57.2 83. 6 39.6 | 36.7 31.3 30. 8 34.7
Federal government . oo . 88.7 ] 920 73.1| 49.3 | 75.8] 3l.1 7.7 21.5] 20.3| 25.2
AL e ;e ————————— 82.9 85.7 66. 4 42, 6 69, 4 23. 8 19, 2 12.0 10.0 16.2
NODWAT e e e e ceccecee e e 5.8 6.3 6. 6 6. 7 6. 3 7.3 8.6 9.5 10.3 8.9
State and loeal government_ __ ... 7.8 7.8 7.9 80 7.9 8.5 9.0 9.8 10.5 9.5
Qutput available for private useooaemo-.. 108.6 | 108.4 | 117.2 | 128.0 | 115.5 | 144.1 | 153.5 | 165.3 | 173.9 | 159.3
Private gross capital formation_---...- 3.6 6.6 | 11.2 | 15.0 91 23.1{ 31.4 ] 35.7 | 37.9 | 32.1
Construction e cemms 1.8 2.2 2.8 3.6 | 2.6 6.5 8.0 8.3 8.8 7.9
Producers’ durable equipment 2..__. 5.2 6.1 6.7 83 6.6 9.5| 1220} 14.¢| 15.6| 12.8
Net change in bnsiness inventories_._| ~2.5 | —-.7 .3 .8 —.6 3.4 4.0 8.0 9.7 6.5
Net exports of goods and services3__.| —.9| -.9 1.4 2.4 .5 3.7 7.4 4. 8 3.8 4.9
Consumers’ goods and services_ ... 105.0 | 101.8 | 106.0 | 113.0 | 106.4 | 121.0 | 122.1 | 129.6 | 136.0 | 127.2
Durable g00dS. - o c e eae 7.4 7.1 7.4 9,0 7.7 11.7 [ 13.1 | 15.0 16. 7 14.1
Nondurable g00@Sa e o ce oo 65.0| 61L.5| 651 | 70.6| 65.6 75.1| 74.0 | 783 | 81.8 ] 77.3
eI VICeS 4 e 32.6 | 33.2| 33.5] 33.3| 33.1| 34.2{ 350 | 36,3 | 37.5| 35.8

! Detaill will not necessarily add to total because of rounding. Annual totals are not necessarily the average of the

seasonally adjusted quarterly figures.

2 Fizures for 1945 and 1946 are based on new sources and are not precisely comparable to prior years.
3 Includes net exports and monetary use of gold and silver.
¢ Tneludes expenditures of military personnel abroad, in billions of dollars, as follows: 1945: 0.9, 1.2, 1.0, 0.5; 1946:

0.5, 0.4, 0.4, 0.4.

Table 2.—Income Payments by Major Segments: Annual Totals and Seasonally
Adjusted Quarterly Totals at Annual Rates!

[Billions of dollars]
1945 1946
Item — — — - .
I IT I1I IV | Total I II ITI IV | Total
— —— _ . B} _ e .
Total income payvments to individuals..._| 163.7 | 163.2 | 158.6 { 157.0 { 160.8 | 156, 7 | 160.6 | 167.8 | 173.4 | 165.1
Total wages and salaries. oo cccoccamaun- 115.1 1 113.9 { 108.8 | 101.7 | 110.2 05.8 | 103.0 | 108.0 | 109.5 | 105.2
Private . e cmme e e m———— 85.2 | 83.3 | 78.4 | 758} 8LO| 788 | 8531 90.6] 93.3| 87.4
Government . oo memem e 2.8 30.6 ) 30.4| 25.8| 29.2| 20.0( 17.7 1| 17,4 | 16.1 | 17.9
Entrepreneurial income _.ececan cavaco-- 26,3 | 25.8 ) 25.1| 26,0 | 25.6 ) 27.6| 28.0 | 30.7| 34.9 | 30.2
Agricultural. v e 13.3 1 13.2 7 12,2} 12,17 125} 13.0] 3.4} 153} 18.4 | 119
Nonagricultural .- o cvoeeeeeee - 13.0 | 12.6 29 13.9| 13.1 147 14.6} 153 | 16.6 | 153
Interest and net rents. .o oo 11.4 | 11.7 1.9 12,2 1.8 12,5 | 12,7 | 13.3 | 13.4 | 13.0
Dividends . o e e 4.6 4.6 4.6 4.6 4.5 4.7 4.9 5.1 5.3 5.1
Transfer payments ® . . commmocmoaaaes 5.9 6.7 7.7%1 12,0 8.1] 12,6 11.4 | 10.2 9.7 1 11.0
Miscellaneous income payments .. ____ .6 .6 i oD .6 .D .9 .5 .6 .d

1 Detall will not necessarily add to totals because of rounding. Annual totals are not necessarily the average of the

seasonally adjusted guarterly figures.

2 Includes social insurance payments, veterans’ benefits, mustering out pay, government contributions to dependents

of enlisted personnel.

3 Includes military retircment ,private pensions and compensation for injuries.

Table 3.—~National Income and Disposition of Income Payments: Annual Totals and
Seasonally Adjusted Quarterly Totals at Annual Rates!

[Billions of dollars}

1945 1946
Jtem — ‘ — — n

I 1T TIX IV | Total 1 II I1X IV | Total

WNational InCOMEe. . e rcrcecae e e 167.6 { 166.2 | 158.4 | 150.7 | 161.0 | 152,9 | 158.5 | 169.4 | 177.5 | 165.0
Income payments to individuals.. ... ... 163.7 | 163.2 | 158.6 | 157.0 | 160.8 | 156.7 | 160.6 | 167.8 | 173. 4 | 165. 1
Less: Personal tax and nontax payments. | 22,1 21,7 20.7 20,1 21.2 | 18.6 | 18.7 19. 4 19.8 19.1
TFederal . oo oiccmmcmccccccccccmana 20,0 19.6 ] 18.6| 18.0| 19.0| 16.4 | 16.6 | 17.2} 17.7 | 17.0

State and local. o oo mc e eacaaaa 2.1 2.1 2.1 2.1 2.1 2.1 2,1 2.2 2.2 2.1
Equals: Disposable income of individuals.| 141.6 | 141.5 | 137.9 | 13G.9 | 130.6 | 138.1 | 141.9 | 148, 4 | 153.6 | 146.0
Less: Consumer expenditures. ..o .o._c.. 105.0 | 101.8 | 106.0 { 113.0 | 106.4 | 121.0 | 122.1 | 120,G | 136.0 | 127, 2
Equals: Net savings of individuals.. -.-... 36.6 | 39.7 | 3.9 23.9} 331 17.1 1.8 | 18,81 17.6 | 18.8

1 Detail will not necessarily add to totals because of rounding. Annual totals are not neeessarily the average of the

scasonally adjusted quarterly figures.
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In relation to disposable income total
consumer expenditures in 1946 were just
about at the level corresponding to pre-
war experience. Lines of relationship
based on the 1929 to 1940 period are
shown in chart 2. It will be seen that

expenditures for nondurable goods are -

far above the computed line while dur-

able goods and services are still below.

The “bulge” in expenditures for non-
durable goods which began in late 1945
and was accentuated in early 1946 was
one of the outstanding features of the
reconversion period. The reasons for this
sharp increase are familiar to readers of
the Survey. They include the reduction
in pressure to save at the end of the war,
the lack of availability of durable goods
and services, the abandonment of ration-
ing of most foods and the reequiping of
10 million servicemen returning to civil-
ian life.

Expenditures for consumer durable
goods in 1946 made rapid strides upward
from the relatively low war-time level of
6 to 7 billion dollars. The fourth quarter
figure at a seasonally adjusted annual
rate of 17 billion dollars, however, is still
about 2 billion dollars below the prewar
line of relationship to disposable income.

Service expenditures also moved up-
ward, though at a slower rate. The
fourth quarter seasonally adjusted an-
nual rate of 38 billion dollars was far
below what might be expecited at the
prevailing level of income. It was held
down by rent control and by a number
of shortages. Service expenditures were
probably lagging in adjusting to changes
in income, as was the case during the
1930’s.

National Income Higher

While the gross national product, re-
viewed in the preceding section, de-
clined, the national income rose from
161 billion dollars in 1945 to 165 billion
dollars in 1946.

This difference in movement between
gross national product, which measures
the total value of national production at
market prices, and national income,

Table 4.—National Income by Distribu-
tive Shares, 1944-46 1

[Billions of dollars]
Item 1944 | 1945 | 1949

Total national income..... ... 160.7 } 161.0 | 165.0

Total compensation of cm-
ployees. .o 116.0 | 114.5 | 100.8
Salaries and wapeS_eeoacnceen- 112.8 | 111.4 | 106.6
Supplements . corocaneenea 3.2 3.1 3.3
Net income of proprietors.._... 24.11 25,6 30.2
Agricnltural. o e 11.8 ! 12.6 | 14.9
Nonagricultural . « ccmeceaoaec. 12.3 1 13.1| 16.3
Interest and net rents. oo 10.6 ] 11.8 1 13.0
Net corporate profits. oo aeene o 9.9 9.0 12.0

1 Detail will not necessarily add to tofals beecause of
rounding.
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Chart 2.—Consumer Expenditures
Related to Disposable Income
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which is a measure of the earnings of
capital and labor employed in the pro-
ductive process, is explained by two fac-
tors. The first is the reduction in busi-
ness taxes, and the second is inventory

profits.

‘The market price of goods and serv-
ices includes, besides the returns to the
factors of production which constitute
the national income, business taxes and
capital charges to depreciation, deple-
tion, and other reserves. The decline
in profits before taxes, plus the elimina-
tion of the excess profits tax and the
cut in federal corporate income tax rates
reduced business taxes from about 2815
billions in 1945 to 25 billions in 1946.

Furthermore, profits as measured in
the national income include the substan-
tial gains made in 1946 from the change
in the price valuation of inventories,
while such windfall gains are excluded
from the gross national product.
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Distributive Shares

There was some shifting in the rela-
tive size of the distributive shares of

the national income in 1946. Table 4
show that there were substantial in-
creases in proprietors’ incomes and in
corporate profits, a smaller rise in in-
terest and rents, and a decline in the
compensation of employees. In the main
these reflect a shrinkage in the Ilabor
force employed and an upward shift in
earnings of business enferprises as goods
flowed through more normal channels,
price lids were lifted, and business taxes

lightened.

Employee Compensation Lower

The decline in employees compensa-
tion was the result of reduced govern-
ment pay rolls, reflecting the sharp cut
in Government employment—military
and civil. Governmment pay rolls de-
clined from a total above 29 billion dol-
lars in 1945 {o nearly 18 billion in 1946.
Despite a decline of such magnitude in
the government sector, the over-all de-
crease of wages and salaries amounted
to no more than 5 billion dollars for the
vear. Private pay rolls expanded almost
8 percent in 1946, due to increased em-
ployment and higher hourly earnings.

In manufacturing, after the sharp re-
duction following termination of war
contracts, pay rolls stabilized in the first
quarter of 1946 at the reduced September
1945 levels, notwithstanding the large
number of labor-management disputes
which occurred at that time. With the
decline of labor-management dispufes
and the upward movement of wage rates,
manufacturing pay rolls rose in each suc-
ceeding quarter of 1946.

For 1946 as a, whole, however, manu-
facturing pay rolls were 2 billion dollars
lower than in 1945, a year which in-
cluded two quarters at wartime levels.
This was a result of lower average em-
ployment, shorter average hours, and the
shift in employment from the higher-

Table 5.~—Relation of Gross National
Product to National Income, 194446

[Billions of dollars]

Item 19044 | 1945 | 1946
National income. . ccaaeca. .. 160.7 { 161.0 § 165.0
Plus:
Business tax and nontax lia-
bilities o oo ----] 20.7 | 28.6| 250
Degrematlon and depletion
Charges. —comvem oo canaoL 8.2 8.0 7.2
Other business reserves. .-ceu.-. D .0 .4
Ceapital outlay charged to cur-
reot eXpense.. oo emeeeas 9 1.1 2.0
Inventory revaluation adjust-
4.1 30 | AP -1 (1) —~3, &
Adjustment for discrepancies. .| —2.2 A1 —-21
Equals: Gross nagional product
or expenditur e e nenaaes 197.6 | 199.2  194.0
1 Less than $50,000,000.
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paying durable goods industries to the
lower-paying nondurable goods indus-
tries. Wage-rate increases were an off-
setting but not fully compensating fac-
tor. However, by the fourth quarter,
manufacturing pay rolls on an annual-
rate basis were 3 percent above the 1945
level, although still considerably below
- the peak reached in the first quarter of
1944,

In the nonmanufacturing sector, pay
rolls continued to expand steadily, and
for 1946 as a whole were 19 percent
higher than in 1945. These industries
were able to expand employment, un-
hampered by the limitations imposed by
the scarce labor market of the war years.

Trade pay rolls increased by the larg-
est absolute amount—almost 4 billion
dollars—from 1945 to 1946, as the easing
labor market and the high volume of
retail sales offered enterprises oppor-
tunity and incentive to expand employ-
‘ment. Construction pay rolls mirrored
the sharp increases which occurred in

employment in this group, and it was |

generally recognized that only bottle-
necks in the supply of construction ma-~
terials limited the further expansion of
employment during the year.

Other Distributive Shares Increase

During the war the economic stabili~
zation program involved the restraint of
the upward movement of prices, wage
rates, and profits. This program was
successful through the war period in its
general objectives, for while large in-
creases occurred in all three, the success
of the hold-the-line policy after the
middle of 1942 was noteworthy in view of
the pressures generated by war require-
ments and the methods of war finance.

Insofar as corporate profits are con-
cerned, the price control mechanism had
the effect of restraining profits before
taxes to the approximate totals which
would have been expected on the basis
of the prewar relationship of profits to
the level of the gross national product.
The wartime excess-profits tax rates
served, however, to limit profits after
taxes to much less than the usual prewar
ratioc of profits after taxes to the gross
national product or to national income.
Thus, in 1943 and 1944 the 24 to 25 bil-
lion dollars of annual before-taxes
profits yielded about 10 billion dollars of
after~-tax profits—higher than in any
previous year in absolute terms, but a
smaller proportion of the gross national
product than in other years of high
business activity.

With the end of the war in 1945, and
the consequent decline in the volume of
economic activity, profits before taxes
turned downward, but the repeal of the
excess profits tax at the end of 1945

730394—4T7—-2
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meant that a much higher proportion of
before-tax profits were thereafter re-
tained.

The low-point of the reconversion de-
cline occurred in the early part of 1946,
and the subsequent rise in the volume of
output, plus the gradual easing of price
controls and their total elimination in
the fourth quarter, was reflected in
profits before taxes rising throughout
the year. For the year as a whole, cor-
poration profits after taxes were up one-
third as compared with 1945,

In the national income estimates of
profits, the tax credits allowed by the
Government to cushion the impact of
reconversion are not included in the
yvear received but rather represent an
upward adjustment for earlier years.
These credits were nonetheless an im-
portant factor in corporate finance dur-
ing 1946 in the industries primarily af-
fected by reconversion problems, since
large sums were available for corporate
use at a time when income from the sale
of finished products was comparatively
low. The loss in Treasury revenue was a
contribution towards speeding reconver-
sion.and reemployment.

Corporate profits after taxes repre-
sented a smaller proportion of the na-
tional income in 1946—7.3 percent—than
in the late 20’s or in 1941, but were far
above the 1936-39 average when business
operations were considerably below full-
employment levels.

Chart 3.—Percentage Distribution
of Private Gross National Prod-~
uct !
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The share of noncorporate business
was unusually high, primarily by reason
of the level of incomes realized by farm-
ers and distributors. The 30 billion dol-
lar total for 1946 includes the return to
the proprietor for his labor, as well as
the return on his investment. ‘The in-
crease in the net income of agricultural
proprietors was the result of sharply
higher prices received for agricultural
commodities. Prices received by farmers,
even before the demise of price control,
rose faster than did those of other com-
modities. With the relative stability of
costs, the net incomes of farmers rose to
14.9 Dpillion dollars, 19 percent above
levels attained in 1945.

In; the nonagricultural sphere the
largest rise occurred in the distributive
segment as a consequence of expanded
sales and increased profit margins.

Wide Variation in Profit Results

One of the features of the earnings
structure in 1946-—aside from the com-
parative performance of corporate and
noncorporate business—was the consid-
erable variation in performance among
different segments. The variations were
more the result of special conditions
operating in 1946—a year in which
economic relationships were distorted by
reconversion from war {0 peacetime
activity—than of any fundamental
change in the basic earnings structure of
the different industries. In general, the
picture had these characteristics:

1. Markedly higher incomes for
farms and other unincorporated busi-
ness.

2. Sharply increased corporate earn-
ings in the distributive trades and some
of the service industries.

3. High corporate earnings in most of
the manufacturing lines producing non-
durable goods, as well as in those dur-
able goods industiries where physical re-
conversion problems were minor.

4. An unusually large volume of in-
ventory profits in the second half of the
year. Profits from this source in 1946
were as real as those otherwise yielded,
but they are nonetheless temporary.
Rapidly rising prices always carry the
threat that later developments may can-
cel inventory profits in whole or part by
the reverse of the 1946 situation, i. e.,
falling prices.

5. Low corporate earnings of the in-
dustries in the durable goods fields where
the major problems of physical recon-
version occurred. As a consequence of
the time necessary to reconvert, pro-
duction of finished output in these in-
dustries was low in relation to the input
of labor and materials, with adverse ef-
fects upon 1946 profits.
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6. Low earnings for the railroads
where a retroactive wage increase was
accompanied by a temporary rate ad-
justment considerably below the general
upward revision of rates effective in Jan-
uary 1947. -

The very considerable divergence of
frends which are associated with high
farm incomes and increased distributive
margins in a sellers’ market, and low
profits associated with a low volume of
output of finished goods in the reconver-
sion industries, are temporary phenom-
ena. The large divergence will gradually
disappear as Dproduction of finished
goods is balanced, as the need for foreign
food relief lessens, and as competition
for the consumer’s dollar intensifies.
The last-mentioned factor, however, is
to be a development of 1947. It did not
occur in the final quarter of 1946 when
prices were being marked up and mar-
gins widened.

Apportionment of Gross National Product

Chart 3 makes clear the relationship
of the shares and other charges to the
total private gross national product for
the past eight years. The data pre-
sented in this chart are for the private
sector of the economy, payments to the
factors of production employed by the
Government having been eliminated.

It will be noted that the compensa-
tion of employees represented about half
of the total in each year, varying only
within narrow limits, despite the large
increases which occurred in employment
and average annual earnings during this
period.

Depreciation, depletion, and other re-
serves were the only charges against
sales which declined significantly rela-
tive to private output over the period cov-
ered by the chart. By the second half of
1943 their share in private gross national
product had fallen by almost 50 percent
from 1939, and thereafter continued at
this reduced level. During the war, with
official restrictions against the produc-
tfion of many types of capital goods, re-
sources which in the ordinary course of
business would have been replaced and
augmented were made to serve a longer
pericd, but the more significant factor
was the methods of computing these de-
ductions against a more or less fixed base,
uninfiuenced — except for new addi-
tions—by the upward shift in the price
Jevel,

The excess profits tax and increased
corporate tax rates raised corporate in-
come and other business taxes in the war
years above prewar proportions of sales,
but by the first half of 1946 these taxes
had fallen almost to prewar proportions.

The decline in depreciation, depletion,
and other reserves as a proportion of
sales tended to offset the rising propor-
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Chart 4.—Income Pa);ments to
Individuals
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tion of corporate and other business taxes
over the war years, and served to leave
the share of the other factors of produc-
tion-—the net income of proprietors and
corporations, net rents, and interest—
unchanged during the war. The decline
in the share of taxes in 1946, and the re-
duced proportion of depreciation and de-
pletion as charges against sales, served
to increase the share of the above-men-
tioned three groups in 1946 to the highest
proportion of any of the years under
consideration.

Income Payments to Individuals

By coincidence, the total flow of income
payments to individuals in 1946 approx-
imated the national income in 1846—165
billion dollars. This series covers cur-
rent income received by individuals from
private industry and Government. It
differs from national income in that it
excludes income accruing to individuals
but not received by them (undistributed
profits and contributions to social insur-
ance funds), and includes transfer pay-
ments which are not rewards for current
economic services.

"The income payments series is signifi-
cant for measuring the dollar purchasing
power of individuals, since when personal
taxes are deducted it provides the total
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of the dollars available for expendifure
and savings.

Since the estimates of total income
payments to individuals include the pay
of Federal military and civilian person-
nel overseas, the increase from 161 to 165
billion dollars between 1945 and 1946
understates the actual increase in income
payments within the continental United
States. As our overseas forces were with-
drawn, payments to individuals outside
the United States shrank considerably.
The year-to-year increase in income pay-
ments received by individuals residing in
the continental United States amounted
to approximately ten billions—more than
double the increase in total income in-
cluding payments overseas.

Chart 4 shows the components which
pushed income payments upward during
1946 despite the large drop in Govern-
ment and manufacturing pay rolls. It
can be seen that the significant elements
were nonmanufacturing pay rolls, pro-
prietors’ incomes, and transfer payments. -

Dividend payments, which are included
in the chart in the “other” category, in-
creased about 14 percent over 1945, repre-
senting about two-fifths of corporate in-
come. Earnings retained by the cor-
porations which are not, of course, a
component of income payments, were the
highest of record—in fact, in absolute
terms the amount retained for corporate
use was as large as total earnings in 1929,
when the national income in dollars was
just half what it was in 1946. This con-
tinuation into the .immediate postwar
period of the conservative dividend poli-
cies adopted during the war was influ-
enced by the large capital expenditures
which corporations initiated with the end
of the war. These were reviewed in the
preceding section.

Transfer payments had expanded
sharply after VJ-day as a result of
mustering-out payments to discharged
servicemen and increased unemploy-
ment benefits, including compensation
paid to unemployed former servicemen,
These payments, which were very im-
portant in sustaining consumer incomes
in the transition period, reached their
peak in the first quarter of 1946 and
then declined in succeeding guarters as
demobilization of the armed forces
tapered off, and compensable unemploy-
ment declined. Subsistence payments to
veterans attending school and similar
payments also expanded sharply in early
1946, but these remained high through-
out the year.

By December, total transfer payments
had fallen to an annual rate of 9.7 bhil-
lion dollars from the peak of 13.1 billion
reached in January. Even in that
month, however, transfer payments
were almost four times as large as they
had been in 1941, the last prewar year.
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Wholesale and Retail Prices

Pressures on the price structure con-
tinued unabated in 1946 and, when given
free play with the elimination of price
controls, established a year-end level of
prices sharply higher than that to which
they had been restricted in the war
yvears. Sources of the strong demand
pressure, as in the previous year, de-
rived from record levels of income pay-
ments, accumulated savings carried over
from the war years, pent-up business
demands for goods and, finally, a large
volume of foreign purchases of materials
required in relief and reconstruction.

On the supply side, over-~all produc-
tion proceeded on an ascending curve,
although output was not yet large enough
to satisfy demand in a free market with-
out additional price rises. Under such
circumstances, sellers marked up prices
of processed goods to cover increased
labor and other costs of production and
to restore profits to a volume more in
line with the historical relationship of
profits to sales.

Sharp Increases After Price Decontrol

Price developments during 1946 were
divided into two phases. The first was
the comparative price stability under
price control, with a moderately rising
trend in the second quarter. The sec-
ond was the successive periods of price
advances coming in .the wake of decon-
trol actions in the latter half of the year.
The increase in primary and wholesale
prices in the first 6 months of 1946 as
measured by BLS, was limited to 5 per-
cent—largely made necessary by statu-
tory provisions of the escalator type
which required the adjustment of textile
prices to advancing raw cotton prices, by
the removal of production controls which

Table 6.—~Percentage Changes in Whole-
salé Price Indexes

Dee, 29, | June 29, | Dec. 29,
Commodity group (1945-June/1946-Dee.|1945-Deac.
29,1946 | 28,1946 | 28,1046
All commodities..... ... 5.3 23.9 30.5
Farm products ..... 5.7 19.5 26.4
Foods __ooa_o---. 3.6 40.3 45.3
All commodities other
than farm and
food .ocmeao-. 4.8 17.6 23.2
ITides and leather.. 3.7 38. 4 43. 4
Lextiles ooeo-.o. 7.9 22.9 32.5
Fuel and lighting... 2.6 10.9 13.7
Moetals and metal
products! __._.._. 6.0 20.0 27.2
Building materials.. 0.6 18. 6 30.0
Chemicals and al-
lied products ... .8 30. 1 31.2
Housefurnishings.._. 4.0 8.9 13.3
Miscellaneous ... 3.1 10.0 13.4

—

1 See note on p. S-4 regarding the introduction of
currcent motor vehicle prices into the index.

Source: U. S. Department of Labor.

required OPA to grant price increases in
order to achieve desirable production
patterns, and by the establishment of the
principle enunciated in EXecutive Order
9697 of February 14 of permitting “pat-
tern” wage increases even though prices
had to be advanced as a result.

Chart 5.—Monthly Rate of Change
in Consumers’ Price Index
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Sources: Basic data, U, S. Department of Labor; com-
putations, U. S. Department of Commeree.

A 10 percent spurt in wholesale prices
resulted from the July hiatus in prite
control, to be followed by an additional
14 percent rise by the end of the year.
With all conirols off and sutbsidies elimi-
nated, retail prices responded in similar
fashion, registering a year-to-year ad-
vance of almost one-fifth, with the BLS
Consumers’ Price Index surpassing the
June 1920 peak. The elimination of sub-
sidies accounted for 3 percent of this
advance.

The rapidity of the recent rise is re-
vealed by Chart 5 which shows the
monthly rate of increase for the period
prior to the effective date of the Gen-
eral Price Regulation, from then to June,
1946, and the final siX months of last
year.

Prices Rise Faster Than in 1919-20

Price movements during World War II
and afterwards reflect the relative stabil-
ity during the war period (in contrast to
World War I) and a sharp increase in the
rate of advance in the postwar period
after the removal of price controls which
was greater than during the similar
period after World War I. As shown in

Chart 6, the increase of wholesale prices
during World War II amounted to 15
percent as compared with a 27 percent
advance during World War I. However,
in the two postwar periods, the greater
inflationary forces of the second period,
after being freed from controls, resulted
in a greater price increase than during
the earlier period as commodities made
long deferred adjustments to free market
conditions. The total price level rise
since the beginning of World War II has
been T8 percen’ compared to the 140
percent increase from August 1914 to the
peak in May 1920.

During the first half of 1946 the largest
relative increase among the BLS whole-
sale commodity price indeXes was made
by building material prices, where the
OPA granted increases averaging 10 per-
cent to overcome production impedi-
ments and to conform to the President’s
wage-price policy. Smaller rises oc-
curred in the prices of textiles and metal
and metal products, which rose 8 per-
cent and 6 percent, respectively. In the
metals group, the rise was largely due to
higher prices granted after the wage in-
creases were negotiated in the steel
industry. The over-all index of indus-
trial prices rose only 5 percent in the
first half of the year, while farm and
food prices were limited to a 6 percent
advance. -

Commodity prices continued to rise
during the second half of 1946—sporadi-
cally, at times, because of changes in the
decontrol program—with farm and food
prices leading the advance of all major
groups until the general decontrol order
of November, when the impetus to fur-
ther increases was shifted to industrial
prices. By the end of December 1946,
the average of industrial prices had risen
18 percent, as compared with 5 percent in
the first half, while farm prices had ad-

Table 7.—Pcreentage Changes in Con-
sumers’ Price Index

June May June
1939- 1942~ 1946~
May June Decem-
1042 1946 ber 1946
Allttems .o oo .. 17. 6 14. 9 15.0
ool me e 20.9 19.7 27.7
Clothing. . oo 25.8 24, 6 +12.8
Rent . oo oo 5.4 1.3 | e
Fuel, electricity, and
100 e e e e e 7.6 5.3 4.5
IHousefurnishings.__._ 21.5 27.7 13.5
Misecllancous 'o_ . ... 10. 5 15.3 G. 4

1 Includes cost of transportation, medieal and personal.
care, reereation, and houschold operations.

Source: U, S, Department of Labor.
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vanced 315 times as much and food prices
ten times as much, as in the first six
months. (See table 6.)

Primary Materials Take Price Lead

Because of price control, the charac-
teristic phenomenon of a greater ampli-
tude of movement in raw materials as
compared with other prices at boom pe-
riods of business had been dampened.
Upon the removal of controls, prices of
primary materials in the industrial area
reasserted their volatility, with raw and
semi-manufactured nonfarm materials
ascending 41 percent during the year,
as compared with a rise of 25 percent in
all manufactured goods, excluding foods.
Some of the more notable advances in
raw materials prices since decontrol were
the increases of one-third in hide and
skin prices, one~-fourth in noniferrous
metal prices, and one-fifth in lumber
prices. The agricultural segment of the
economy responded quickly under free
pricing, with farm and food prices in-
creasing 20 and 40 percent, respectively,
from the last week in June 1946 to the
vear-end week, as compared with an 18-
percent rise in industrial prices. Part
of the increase of food prices is attribut-
able to the removal of subsidies. There
was some evidence toward the end of the
vear that the upward movement of in-

dustrial prices was reducing the unusu-
ally wide spread between these prices
and farm and food prices which had
developed after June 1946, As sug-
gested in the extended discussion of the
relationship of these prices in the De-
cember 1946 issue, farm and food prices
in the last two months of the year were
receding from earlier peaks while in-
dustrial prices were edging up relative
to the former prices.

Prices Outstrip Cost Rises

Price advances in 1946 stemmed in ma-
Jor part from the high level of industrial
and consumer demand rather than from
the cost side. In general, these price
advances more than compensated for
the increases in wage rates and other
costs. This is confirmed by the very
sharp rise in farm income and the
markedly improved profit performance
of both corporate and unincorporated
business.

Consumer Costs Exceed Previous Record

Prices paid by consumers were up
sharply in 1946, with the BLS consumers’
price index topping the World War 1 in-
flation peak in the closing months of the
year. The 18-percent advance during
the year was the largest for any recorded
12-month period. As in the case of
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wholesale prices, most of the increase oc-
curred in the last half of the year in re-
sponse to successive decontrol measures;
the first 6 months’ increase accounted
for only 3 percentage points out of the
18 percent rise.

A shown in chart 7, food prices were
responsible for almost four-fifths of the
increase in the total index. These prices
rose one-third during the year, with al-
most all of the advance occurring in the
second half. In all cases, the rise in food
prices more than offset the amount of
subsidy payments made under the pro-
grams in effect before June 30, 1946. The
table below compares the price increases
for selected commodities from June to
December 1946 with the amount of sub-
sidies formerly paid.

Price in-
crease, June- | Subsidy
December rate
1946
Cenls Cents
Butter, Ib_ o e 30.5 13.2
Coflee, 1De v e oo 13. 4 4.5
MK, Qb oo eaen 3.9 1.3
Round steak, Ib_ o oo ____ 22.6 11.7
Vealecutlet, Ib_ oo 24. 5 6.0
Pork chop, b o 20. 2 6.0
Cheese, 1D oo ceae 24. 5 7.0
Canned green begns, No. 2 can. 2.1 1.2
Canned tomatoes, No. 2can.._.[ - 8.6 2.0

g%imce: Price increases from BLS; subsidy rate from

Chart 6.—Wholesale Prices in Two War and Postwar Periods
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Although most foods scored advances
during the year, meat prices were the
primary factor in the increase in food
prices. Meats had been the object of
considerable pressure for decontrol un-
der the plea that removal of ceilings
would result in ample supplies at mod-
erate price levels. In the initial test pe-
riod of decontreol in July 1946, meat
prices jumped 38 percent over June, of
which 21 percent was due to the elimi-
nation of subsidies. The curtailment
of livestock shipments which resulted
soon after recontrol in early September
led to the decision to remove ceilings in
mid-October. Thereafter, meat prices
climbed sharply but then fell somewhat,
although at the end of fthe year they
were nearly two-thirds above June price
ceilings.

Although the higher price Ilevel
brought out larger meat supplies than
the amounts available during the second
quarter of the year, when withholding
in anticipation of higher prices was wide-
spread, estimates of per capita meat con-
sumption prepared by the Department
of Agriculture indicate little improve-
ment in the third and last quarters of
1946 as compared with similar periods in
1945. The end of price controls did see
the regularization of the livestock and
meat business at, of course, considerable
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cost to the consumer and considerable
profit to farmers and others. Practi-
cally all meats were freely available in
markets at the year end with the higher
prices acting to dampen demand and
market mechanisms again regtulating
the flow from range to table.

Consumer prices for clothing and
housefurnishings also scored large in-
creases in 1946, advancing 18 percent
and 19 percent, respectively. (See chart
7.) For these price segments, greater
gains were made under price control
than after decontrol, mainly because of
the escalator requirement of the law and
the necessity of affording production in-
centives.

In addition to the utilities, rents con-
tinued to be the major stable element in
living costs in 1946, with continued con-
trol of residential rents permitting very
Iimited increases., The slight rise in these
costs—which resulted from various ad-
justments made by OPA-~-—does not meas-~
ure increased expenditures incurred by
purchases of dwellings by persons unable
to find rental units, higher rents in new
units, and such maintenance expendi-
tures as have been shifted from land-
lord to tenant. The rent control has
nonetheless been a very substantial boon
to tenants, especially those who ‘“stayed
put’” during and since the war,

13

Chart 7.—Percentage Distribution
of Increase in Consumers’ Price
Index, December 1946 from De-
cember 1945
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Sources: Basic data, U. S. Department of Labor; com-
putations, U, S. Department of Commerce.

Labor Force and Employment

The major readujstments from war-
time conditions of supply of and demand
for manpower were completed well be-
fore the end of 1946. The accelerated
contraction of total available supply of
labor (including armed services) which
featured the closing months of 1945 was
halted by the middle of 1946, The de-
mobilization of the armed services was
Jargely completed, and most of the dis-
charged veterans had found their peace-
time occupations or had withdrawn from
the labor force to attend school.

Expanding demand for civilian labor
was evident throughout the greater part
of the year. This not only greatly facili-
tated the unprecedently rapid absorption
of the huge wartime military forces into
civilian jobs but, after early postwar dif-
ficulties, resulted in a reduction in un-
employment. Expanding cilvilian em-
ployment more than offset the reduction
in overtime so that by the end of 1946
total man-hours of civilian employment
were above the mid-1945 rate.

Total Labor Force Expands

Prom July 1945, to the beginning of
1946 there was an abrupt drop of 8 mil-
lion in the total labor force, i. e., the
group of people who either held or sought
jobs, including the armed forces in the
former category. (See table 8.) About
2 million of the drop-outs were veterans;
an undetermined number were students
and others who normally desire work
only in summer; and the rest were war
workers, people drawn into the labor
force during the war who had not previ-
ously been part of the regular labor
supply. |

In addition to the normal seasonal
bulge, there was during 1946 an increase
of roughly 1 million in the total labor
force. The small but steady decrease in
the number of veterans resting added
15, to 34 million. There were some fur-
ther withdrawals of war workers in the
early months of the year but for the year
as a whole this was more than ofiset by
the normal growth in population of

working age. 'These changes are shown
in chart 8.

It will be recalled that the influx into
the labor market during the early war
years of people previously outside it was
sufficiently large to keep the civilian labor
force substantially the same in size de-
spite the mobilization of a 12-million
man army, There was much discussion
during the war as to how much of this
influx was a purely wartime phenome-

non and how much was due to a more
adequate demand for labor.

The experience of 1946 throws some
light on this question. It suggests that
there were some further withdrawals
during 1946 but that they tapered to
small proportions, and that most of the
remaining war workers are likely to stay
on as long as economic conditions are
favorable., At the year’s end, there were
in the labor force between 1 and 1.5 mil-
lion persons more than would have been
expected on the basis of prewar trends.
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Chart 8.—Total Labor Force
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These conclusions are subject to two
qualifications. The data are not suffi-
ciently accurate in detail so that much
significance can be attached to small
changes. Neither is there the basis for
accurate calculation as to just how much
of the movement is due to normal sea-
sonal variation.

Veterans Augment Civilian Lahor Force

The heavy nonveteran withdrawals
from the civilian labor market in the
months following VJ-day were largely
offset by the quick transfer of former
military personnel to civilian life. The
net decline of about 2 million in the

civilian labor force between July 1945

and January 1946, as shown in chart 8,
largely refiected the seasonal drop in
labor force participation in agriculture.
The total 1946 addition to the civilian
labor force from newly discharged serv-
icemen amounted to about 6 million.

«Civilian Employment Rises

The quick -cancellation of war con-
tracts following VJ-day caused an
abrupt drop of nearly 2 million in em-
ployment in the durable goods manufac-
turing industries where most of the
production of war materials was concen-
trafed. "By the spring of 1946, these in-
dustries had worked out the worst of
itheir reconversion difficulties and their
employment entered a period of slow but
:steady increase which by the year-end
had "brought it half-way back to the
July ‘1945 ‘level.

Almost as quickly as discharged war
tworkers _and veterans became available,
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nondurable goods manufacturing indus-
fries and nonmanufacturing lines, all of
which had difficulty securing help dur-
ing the war, entered upon a steady ex-
pansion which carried total civilian
employment above its mid;1945 level.

The greatest single gain was 1.1 mil-
lion in nonagricultural self-employment,
an area where employment was sharply
curtailed during the war. Aside from
these self-employed, who were largely in
the trade and service fields, the major
increases in employment were 900,000 in
trade, 800,000 in nondurable manufac-
tures, 400,000 in construction, and 300,-
000 in services, but all major lines of
activity participated.

As indicated by chart 9, the decline of
employment in manufacturing and the
rise in other lines had by March 1946,
partially restored the prewar industrial
distribution of manpower which had been
distorted by the needs of war production.
Since the spring there have been no fur-
ther changes of significance.

The 5 percent drop in agricultural em-
ployment reflected a long-term trend to-
ward rising productivity and falling em-
ployment which was accelerated in re-
cent vears by rapid mechanization and
by the strong demand for nonfarm labor.
The relative drop in agricultural employ-
ment about offsets the higher manufac-
turing level leaving other fields nearly
their prewar shares of labor. Trade and
service employment is below the propor-
tion expected to prevail when normal
distribution is fully restored.

Work Week Stable in 1946

The use of manpower resources is a
function not only of the number of work-
ers employed but also of the length of the
working schedule. Since the major cut-
backs from the long work week of the
war period had been completed by the
end of 1945, there was little further vari-
ation in 1946. :

Manufacturing industries, mainly the
durable manufactures, were particularly
affected by the cut in the wartime work
week, as shown in the following estimates
of average hours worked per week:

Monthly averages
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The lower monthly average in late
1946 as compared with the last quarter
of 1945 was a resuit of the cut in hours
in the early months of 1946. The av-
erage hours worked in late 1946 was
nearly 3 hours above 1939, an increase
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which reflects, in part, the exceptionally
strong demand for labor in 1946 since an

-average of this length means a consider-

able amount of scheduled overtime.

More Man-Hours Than in Mid-1945

The rising trend of civilian employ-
ment throughout most of 1946, combined
with an essentially stable work week
brought total manpower utilization to a
point eXceeding labor use just before the
war ended. Rough estimates indicate
that total civilian man-hours worked had
dropped about 10 percent from VJ-day
to February 1946, but by the end of 1946
they were a little higher than in mid-
1945, B

Divergent Changes in Productivity

Man-hours are translated into output
with varying degrees of effectiveness
from industry to industry and overtime,
The war brought gquick, diverse changes
and the peace has been no less capricious.
It is impossible to arrive at a meaningful
estimate of the over-all change in pro-
ductivity from 1945 to 1946. ° This would
Involve a comparison of the numhber of
units of product with the number of man-
hours required to produce them at the
two dates. Since mid-1945 so many in-
dustries have changed to different
products, e. g., airplanes to automaobiles,
that the figures would not be significant.

A further difficulty is that changes in
productivity where they can be measured

Chart 9.—Percentage Distribution
of Employed Civilians, by In-
dustrial Groups !
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have varied all the way from substantial
gains in some industries to equally im-
pressive declines in others. Such ex-
treme variability would rob any average
of significance. As illustrations of the
sort of influences which account for this
variability two factors which may have
influenced a number of industries can be
cited.

First, the level of activity has risen
substantially in many areas since the
end of the war, as, for example, in the
cement industry. This factor spread the
hours of the overhead workers and made
possible more continuous operation,
thereby increasing output per man-hour
by about 20 percent. Conversely, some
industries whose level of activity has de-
clined have sustained a drop in pro-
ductivity.

Secondly, the flow of materials has
been irregular in many instances. In
the mass production industries where
the whole productive process is highly
synchronized this factor has, in a num-
ber of cases, reduced production more
than in proportion to man-hours, there-
by lowering productivity. These and
many other influences have affected out-
put per man-hour in the industries which
converted to different products during
the war or which sustained significant
changes in volume. The diversity of in-
fluences makes it impossible to general-
ize about the result.

However, the nondurable goods indus-
tries are a more homogeneous group, less
influenced by wartime and postwar
changes. The Bureau of Labor Statis-
tics estimates that productivity in a
group of twenty such industries was
4 to 5 percent higher on the average in
the third quarter of 1946 than a year
earlier. This is nearly twice the average
annual prewar rate of increase for all
industries. In a number of instances
these gains must be offset against war-
time losses and therefore they do not
necessarily imply a peak level of pro-
ductivity.

High Manpower Utilization Maintained

The cessation of huge wartime demand
for labor was followed by an increase

The aggregate output of manufactured
goods was considerably lower in 1946
than in 1945 though it was higher than
in 1941 by from 5 to 10 percent.

Among the much publicized brakes
Upon productive activity were the tech-
nical and management problems inher-
€nt in the conversion to peacetime pro-
duction—prohlems which were overcome
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Table 8.—Labor Forece, Employment and Unemployment !

IMillions of persons]

1945 1946
July October January April July October | Dccember

Total labor foree. . oo oaane. 67.5 63. 8 59.5 60. 3 62. 8 61, 2 60.3
Armed forees. . .oaaa- 12,1 10.6 6.2 3.9 2.7 2.2 1.9
Civilian Iabor foree. .. ---- 55. 4 53.2 53. 3 56. 5 60. 1 59, 0 58. 4
Employed .. ..o _.---- M. 4 51. 6 51.0 5.1 57. 8 57.0 56. 3
Nonagricultural . _._....-- 44. 5 42. 8 44.3 46.0 47.9 48. 4 49, 1
Agricaltural ... __..... 0.9 8.8 6.7 8.2 10.0 8.6 7.2
Unemployed._ oo onooaao 1.0 1.6 2.3 2.3 2.3 2.0 2.1

 Detail will not necessarily add to total because of rounding.

Source: U. S, Department of Commerce.
Table 9.—Manufacturing Employment by Industrial Groups !
July 1940 July 1945 July 1946
Industrial group N N b"" - N‘ N -
umber umber umber
(thousands)| Tereent |ahonsands)| TOrCCBY |(thousands)| =+ creent

ot . e e enemm e ————— 8,445 100.0 12, 459 100. 0 ‘11, 554 100.90
Iron and steel. oL 1,105 13.2 1, 555 12.5 1,390 12.0
Eleetrical machinery .o oo oaea oo 295 3.9 659 53 507 4.4
Machinery except eleetrical . oo o.t 619 7.3 1,105 8.9 1,027 8.9
Transportuation equipment - . o______ 267 3.2 1, 577 12.7 459 4,0
Automobiles. o e 342 4,0 601 4.8 609 6, 0
Nonferrous metals. - e 25() 3.0 384 3.1 378 3.3
Lumber and timber. .o e e 433 5.1 522 4.2 003 52
Furniture. . oo o eecmm—— e 328 3.9 334 2.7 376 3.3
Stone, clay, and glass_ oo eeee - 307 3.0 317 2.5 300 3.4
Textile-mill products. o vvecee oo 1,072 12,7 1, 051 8.4 1,183 10. 2
Apparel. . e 709 8.4 369 7.0 1, 001 8.7
Leather. o s e e 332 3.9 313 2.5 355 3.1
100 - e cm e 902 10. 7 1,089 8.7 1,102 9.5
TobaCto._ e e i eem————————— a0 1.1 78 .6 85 7
Paper . et mmcmeeea 2i8 3.3 309 2.5 361 3.1
Printing e e 324 3.8 317 2.5 383 3.3
Chemicals. _oe e e —mm e 302 3.6 643 5. 2 472 4.1
Petroleum and eoata e v vmeae oo 113 1.3 130 1.1 151 1.3
Rubber . e ————eae 120 1.4 104 1.6 218 1.9
MiSeCllanCOUS o e e e e m—————— 257 3.0 406 3.3 414 3.6

! Classification is on a prewar product rather than on a earrent product basis.

Source: Burcau of Labor Statistics.

of almost 2 million unemployed from the
low level of 800 thousand on VJ-day to
2.7 million in March 1846. As recon-
version problems were largely sur-
mounted by that time, the number of
people out of work was slowly reduced
until by year end, unemployment, at 2.1
million, was only slightly above that of
the year before. These totals refer to the
number of people out of jobs and actively
seeking work. There were, in addition,
approxXimately 1.5 million veterans
neither in school, at work, nor seeking

Manufacturing Output

In some industries during the first half
of 1946, but which in others hampered
output throughout the year. Work stop-
pages, particularly in the durable goods
industries early in the year and the two
cessations in coal production, not only
brought production to a standstill in the
immediately affected industries but re-
tarded activity in related industries.

work in March 1946. Some of these vet-
erans were disabled and unable to work.
The majority, however, consisted of re-
cently discharged servicemen.

While the absolute amount of unem-
ployment was small and declining
through most of 1946, there was a pro-
gressive change in its character indicat-
ing a rise in the numbper of hardship
cases. In July 1945 only 28 percent of
the unemployed had been out of work
two months or more; by the end of 1946
51 percent fell in this category.

The lack of certain types of materials
further hampered the completion of a
variety of products. Fundamentally,
the problem was one of the time involved
in resuming large-scale output where the
facilities had previously been adapted
to war work, and balancing the flow of
materials and component parts through-
ouf the mass production industries.
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The sharp decline in manufacturing
ocutput following the end of the Japa-
nese war was not. halted until the end of
the first quarter of 1946. In the second
half of the year, production moved up-
ward. The postwar decline of output of
the durable group continued with suffi-
cient intensity in the first quarter of
1946 to offset the rise in output of the
nondurable goods industries. There-
after, production of the durable goods
group swung sharply upward. In con-
trast, the production of the nondurable
goods industries did not show any par-
ticular change in the last half of the
yvear from the level of the first half. The
comparative changes in these broad
groups in 1945 and 1946 are shown

below:

Manufacturing Production
[Seasonally adjusted indexes, 1935-39=100]

Total Durable Nondur-
manufac- | manufac- |able manu-
tures tures facfures
1945:
1st half. e 246 334 175
2d half . ceeen- 183 215 158
(=]} S 214 274 166
1046:
Isthalf. oeane 163 174 164
2dhalf e y 185 r 209 » 166
Year. —coaeeo—. » 1%7 | » 102 » 164

? Preliminary,

Source: Board ‘of Governors, of the, Federal! Reserve
System,

Passenger Car Quiput Gaining

United States production of automo-
biles in 1946 totaled 2.2 million units,
nearly 50 percent below the 1940-41 level.
Nevertheless, the year was one of rapid
progress. Assemblies of passenger cars
advanced sharply from quarter to quar-
ter, increasing from a monthly average
of 67,000 units in the first quarter to
270,000 units in the fourth gquarter. De-
spite this sizable gain, output in the final
quarter which was at an annual rate of
3,200,000 cars was still about 20 percent
below the prewar volume,

In contrast, truck production expanded
much more rapidly and exceeded the
prewar rate as early as April 1946. Total
output of 940,000 units was only 10 per-
cent below 1941 when about one-fifth of
production represented military vehicles.
While the United States. output of cars
and trucks for 1946 totfaled 3.1 million
units, the weekly average production
during the first three weeks in December
was at an annual rate of close to 5 million
Uunits.

Production of passenger car tires and
automobile replacement batteries was
already above the prewar rate when the
year began; the former continued its up-
ward postwar trend while the latter due
to the tight lead supply situation moved
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Chart 10.—Output of Consumer Durable Goods *
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1Data represent production for batterles, tires, and automobiles, and shipments for all other prodnects, except the

base-period data for automobiles represent factory sales.

chines and the fiscal year 1840-41 for all other products.

The base period is the calendar year 1941 for sewing ma-

. Sources: U. 8. Department of Commerce and Civilian Production Administration, except data for batteries and
tires, which are from Association of Ameriean Battery Manufacturers, Inc,, and Rubber Manufaceturers Association,

Inc., respectively,

in the opposite direction. The produc-
tion performance of the passenger tire
industry was particularly impressive with
output in the fourth quarter running at
a, rate of close to 80 million tires, an all-
time high nearly 50 percent above the
1940-41 average.

Progress in Reconversion Industries

The extent to which large scale pro-
duction of nine important consumer
items was achieved in 1946 is illustrated
in chart 10. For comparative purposes
the 1940-41 fiscal year monthly average
output is shown which in general repre-
sents either the peak or near-peak pre-
war rate of production. It will be seen
that output moved progressively higher
in each quarter, the fourth quarter rates
of production showing considerable de-
viation as compared with the base period
rate. Moreover, output in 1946 for five
of fhe nine items shown was higher than
in any previous year, though in the case

of radios the comparison is influenced by

the large number of small sets produced
in 1946. As a matter of fact, a feature
of the year was the limited variety of
choice offered consumers.

The recovery to the prewar volumme was
more rapid in some lines than in others.
For example, among the six household
appliances shown in the chart, washing
machines, vacuum cleaners, and radios
exceeded the 1940-41 level as early as
the second quarter, followed by electric
ranges in the third quarter. In contrast,
however, refrigerators and sewing ma-
chines failed to hit the mark. In the
case of sewing machines it was still about
one-third below the prewar rate. |

Manufacturers’ Inventories

The book-value of inventories held by
manuiacturers increased 3.8 billion dol-
lars during 1946 to an estimated total
of 20.2 billion dollars as of December
3l. This accumulation was primarily
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Chart 11.— Inventories Related to
Sales, All Manufacturing Indus-
tries
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1 Data are totals for 1929-45, and are quarterly totals,
at annual rate, for 1946.

Source of data: U. 8. Department of Commerce.

actuated by the necessity of replenish-
ing depleted stocks all the way from the
manufacturer to the consumer of peace-
time goods. A certain amount of invol-
untary accumulation occurred as a result
of the inability of producers to obtain
needed parts to complete and ship prod-
~ucts. An added factor foward accumu-
lation was, of course, buying induced by
price unceriainties and continued rela-
tive shortages of many goods.

Whatever the combination of factors
which effectuated the increase in 1946,
its significance should not be overlooked
in appraising demand factors. The ac-
cumulation during the year represented
an important stimulating influence in
the volume of activity. The dollar val-
ues of manufacturers’ sales when com-
pared with inventories provide a basis
for appraising the significance of the
recent inventory rise.

The values of both inventories and
sales are affected by price changes. In
a period of rising prices each will reflect
the increases, but with a different tim-
ing and degree of intensity. For the
most part, price rises swell the book-
value of inventories much more slowly
than they increase the value of sales be-
cause of accounting methods. This lag,
in the short run, tends to lessen the
significance of the sales-inventory ratio
when prices are advancing rapidly.

Over the long-range period, however,
the relation of value of inventories to
sales provides the basis for determining
the working “norm” of manufacturing
industries. In chart 11 the diagonal
line represents the relation from 1929-39

730394—47——3
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of the average value.of stocks held to
total sales for the year. Points falling
to the right of the line indicate a “deficit”
of inventories and those to the left of the
line. a “surplus” of inventories—if the
average relationship existing from. 1929
to 1939 is taken as “normal”,

Quarterly data at annual rates in 1946
indicate that, dollarwise, inventories
have eXceeded the level which would be
indicated by the prewar relationship of
sales to inventories. The swing, during
the year, back toward the line of rela-
tionship, is seen to be due more to the

faster increase in value of sales than to

any leveling off in inventories. Al-
though the total value of inventories is
somewhat high in relation to sales, the
amount of “excess” is not sufficiently
great to indicate that inventories are too
high relative to sales. Manufacturers,
especially in the durable-goods lines, are
planning substantially higher volumes of
production and are buying materials and
building up their inventories on that
basis.
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The inventory position differed sig-
nificantly as between the durable goods
and the nondurable goods groups of in-
dustries in 1946. Of the 3.8 billion dol-
lars increase for the year, 2.1 billion dol-
lars was accumulated by the durable-
goods group. This increase was large
enough to swing the inventories for this
group to a level above that which would
have been expected on the basis of their
value of sales—if prewar inventory sales
relationships are taken as a ‘“norm?”.
The 1.7 billion dollar increase in value of
stocks of the nondurable-goods indus-
tries was not suflicient to bring their total
value of inventories up to the level indi-
cated by the dollar aggregate of sales.

Further light is thrown on the 1946 in-
ventory situation by an examination of
where manufacturers have increased
their holdings—i. e., in working stocks as
purchased mafterials, goods-in-process,
or in shipping stocks as finished goods.
Comparison of changes in these cate-
gories with those for 1941 are made in the
following table.

Chart 12.—Manufacturers’ Shipments in Selected Industries
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. Pur- | Goods! .
!;l{l};n—- chased| in ifﬁn&
.~ | mate- | proe- ed
tories rigls osg | goods
1046 increase over 1945;
Billlons of dollars. _._... 3.8 1.5 1.3 1.0
Percentage.____________. 25 19 35 21
1941 increase over 1940;
Billions of dollars. . ____._ 3.8 2.1 1.5 .2
Percentage. .o .. 32 44 60 11

The dollar values of increase in total
inventories were gbout the same in the
two years 1841 and 1946—both years saw
intense conversion to an economy en-
tirely different from that previously
existing.

Manufacturers’ Value of Shipments

The value of manufacturers’ ship-
ments aggregated 125.5 billion dollars or
one-third above 1941 sales. After
reaching a postwar low in the first
quarter the value of shipments increased
rapidly to an annual rate in the last
quarter of the year of 150 billion dollars
or slightly under the war peak. Higher
prices contributed very substantially to
this higher rate in the latter part of the
year., |

Historically, sales by nondurable-
goods industries have fluctuated less
widely than those of durable-goods in-
dustries. In the period since 1939 the
value of shipments of the nondurable
group have been increasing rather stead-
ily, and continued that trend throughout

Farm production in 1946 continued at
a, high level, although combined output
was fractionally lower than in 1945 and
somewhat helow the peak output reached
in 1944, All of the decline which has
taken place in the past 2 years has been

in the production of livestock and live-

stock products, where most major com-
ponents have been curtailed. In con-
trast, crop production reached an all-
time high in 1946 as favorable growing
conditions resulted iIn high average
vields.

In spite of the small reduction in farm
production, the total food supply avail-
able for civilians reached a new peak in
1946. Sharp cutbacks in military pro-
curement were chiefly responsible for
the larger civilian share. Total exports
of food increased slightly over 1945 ship-
ments, reflecting a further rise in com-
mercial exports, and imports into the
United States continued to be limited by
the disorganized production situation in
the chief exporting areas.

SURVEY OF CURRENT BUSINESS

1946. By the end of the year, sales of
these industries had reached the highest
point on record at about an 85-billion
dollar annual rate. Even with allow-
ances for price increases, it is probable
that this volume represents a record flow
of physical goods. =~ .

Sales of the durable-goods industries,
which skyrocketed during the war and
then slid sharply downward from the
last quarter of 1944 to the first quarter
of 1946, increased by two-thirds during
1946. Because of the major changes in
character of goods shipped, comparison
of the dollar volumes of sales of these
industries in late 1946 with similar dollar
values in the war years is fruitless.

Table 10.—Value of Manufacturers®
Shipments, 1939-46

[Billions of dollars]
I

Durable | Nondura-

Year ggﬂf&?us goods | ble goods

€5 1 industries | industries
1939 . ___._.... - ~ 56.9 23.3 33.6
1940 . ... 65. 8 20. 6 30. 2
Y04 o 03. 4 46, 2 47.2
1942_. ... e em e e 121.3 64. 9 56.4
1843 e e e 148. 7 £6.3 62.4
1944 .. 156.1 80. 2 66.0
1945 . _._. e 140. 2 71. 2 69.0
1946 . Lo . »125.5 752.0 273.5

1st. qtr.* . ..___._ 106.3 39.0 67.3

2d atr.®. ... _. 118.0 48. 8 70.3
3ad qtr.*.....__. 127.4 55.2 72.9
4th qtr.*. - p 149.0 4.0 »85.0

» Preliminary.
* At annual rates.

Source: U, S, Department of Commerce.

Agricultural Production

Prices reecived by farmers advancead
moderately during the first half of the
yeal, and then spurted sharply to move
above the 1920 peak with the end of price
control.” With prices sharply advanced,
cash receipts reached a level nearly one-
third higher than in the early part of
the year. All-in-all, it was another year
of advancing money returns for farm
operators.

Delayed Farm Reconversion

During the first year of peace, the
reconversion of agriculture to a postwar
status was retarded by the emergence of
special transition forces which grew out
of the end-of-war international food
erisis. On the export side, the severe
world shortage in cereals resulted in ex-

panded wheat production—which now

promises to reach a new peak in 1947—
far beyond the prospective postwar mar-
kets likely to be available for United
States wheat in subsequent years. On
the import side, the absence of the usual

the {transportation equipment
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Trends by Major Industries

In chart 12 are shown the trends in
value of shipments of selected industries.
In the right-hand panel the typical sales
picture of the “waxr” industries is illus-
trated—the sharp rise coincident with
war production, the rapid decline as war
requirements terminated, and finally the
upswing in the latter part of 1946.

Each of the three industries shown,
however, has its own unique deviations
from the general pattern. The recovery

- of both the automobile and the ma-

chinery industries, however, is outstand-
ing. Although the peak of war sales of
(other
than automobiles) industry occurred in
1943 more than a year earlier than for
the other two industries, the value of
shipments in 1946 remained at about the
same level throughout 1946. The
change-over period appears to have been
longest for this group and it may be ex-
pected that its value of shipments will
continue to increase well into 1947%.

In the left-hand panels are examples
of those industries whose products
needed but slight “reconverting” to be
suitable for the civilian market. The
pattern for these industries has been one
of increase since 1939, with only minor
declines in scattered quarters. These de-~
clines, particularly those during 1946 ap-
pear to have been influenced largely by
seasonal production of marketing
factors. - |

supplies of tropical oils created a demand
for the continuance of the expanded do-
mestic production of oil-bearing crops
which was one of the leading wartime
adjustments made in farm production.
High production of these crops is again
desirable in 1947 but as prewar sources of
supplies are rehabilitated this segment
will be faced with increasing competi-
tion, and much less favorable prices
than have been secured in the post-OPA
period. Difficulties may be encountered
in Iowering wheat production and in re-
ducing output of oil-bearing crops,
especially soybeans and peanuts, when
this intensified competition materializes.

A more immediate readjustment prob-
lem arose in 1946 when potato produc-
tion broke all records and required ex-
tensive price support in order to return
to farmers 90 percent of parity price.
The overproduction of potatoes was the
result of a series of developments, includ-
ing the use of DDT to control insects,
which pushed yields sharply higher than
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in any previous year; the acreage har-
vested was actually at the lowest point
in over a half-century. In 1947, the De-
partment of Agriculture is seeking to ob-~
tain a curtailment in potato output.
Another development in 1946 which
was not in the direction of postwar ad-
justment was the further reduction in
cotbon output to a level below current
consumption and export requirements.
For the first time in more than a decade,
the cotton carryover has been sharply
reduced in the past 2 years to such an
extent that an expansion in United States
production appears desirable. The ex-

tent of the expansion is limited by the

large labor requirement for cotton, the
long-expected mechanization of which is
not vet a wide-scale reality.

On balance, agriculture is little nearer
to adjustment to the likely pattern of
postwar demand than at the end of the
war, although it has avoided the sharp
expansion in acreage that occurred at the
end of World War I which contributed
to agricultural! maladjustment in the
interwar period. o

From a financial standpoint, farmers
in recent years have avoided a repetition
of the mistake which they made in the
war era ending in 1920 of going heavily
into debt. Out of the wartime earnings,
which have been larger and have exX-
tended over a longer period than in
World War I, a higher proportion has
been retained as liquid assets or used ta
reduce indebtedness.

Livestock Output Reduced

For the second successive year, the
output of livestock and livestock products
was contracted in 1946 (see chart 13).
Meat animal marketings, influenced by
price control developments, were uneven
during the year. Hog slaughter was
about as high in 1946 as in the previous
vear, but in the latter part of the year
a curtailment in pig production occurred
which will show up in the spring and
summer of 1947 when these pigs are mar-

keted. Poultry and dairy output de~

clined in 1946; although prices for these
products were higher than in 1945, the
relationship between these prices and the
costs of feed was less favorable than a
year earlier during the greater part of
the year.

Crops Make Recbrd

The favorable growing season in 1946
made possible a record crop production.
In only a few leading crops was pro-
duction lower. Cotton output was below
that of any recent year (see chart 13)
and the production of oil-bearing crops
was off slightly although far above the
prewar (1935-39) average. These de-
clines were more than counterbalanced

-
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Chart 13.—Volume of Agricultural Production '
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by higher sugar crops and record truck
crops and food grains.

Feed grain and hay production (not
shown in the chart), which had failed
to expand as rapidly as livestock num-
bers during the war, reached a new high
in 1946 both in absolute terms and in
relation to the number of livestock on
farms.

Parity Advances as Farm Prices Spiral

Although the volume and the charac-
ter of farm production during 1946 was
little affiected by the ending of price con-
trol, the reaction on farm prices was
swift and far-reaching. 'The contribu-
tion of the rise in farm prices to the cost-
of-living increase during the year is
discussed in another section. It is also
important to interpret the farm price
rise in relation to parity prices.

At the year end, farm prices averaged
24 percent above parity or comparable
prices, as shown in the left panel of chart
14; nevertheless, several commodities
were below parity. In the group of
“basic” commodities in the chart, the
prices received for corn and peanuts
and—among the so-called Steagall com-
modities—the nrices of eggs and potatoes

I940 41 42 43 44 45 46

1940 41 42 43 44 45 46
/737

were all somewhat lower than 90 percent
of parity on December 15. For the most
part, the legal support level for these
products, which is based on parity prices
prevailing at the beginning of the mar-
keting season, is below 90 percent of
present parity prices.

This illustrates an important char-
acteristic of parity prices. They are tied
to the level of prices paid by farmers, and
consequently are constantly changing.
For example, between December 1945 and
December 1946, prices received by farm-
ers rose 27 percent, and during the same
period parity prices advanced 21 percent
reflecting higher prices paid by farmers.
At the latter date, farm prices were only
o percent higher in relation to parity
than g year earlier in spite of the much
larger rise in prices actually received.

As g result of the President’s proclama-
tion officially ending the war just prior
to the beginning of 1947, the specific
mandate to support farm prices at not
less than 80 percent of parity is now
scheduled to expire on December 31, 1948.
The prices for which specific legal sup-
port is -required include farm products
which account for about 60 percent of
farm income,
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Chart 14.—Farm Prices of Selected Commodities as Percentages of
Parity or Comparable Price, December 15, 1946
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In addition a general provision is made
for the support of prices of other farm
products, and some of them have been
and are now being supported by the
Secretary of Agriculture. Another ‘m-
portant provision of the price support
legislation is that the 90 percent level is a
minimum and not a maximum. Prices
of several products including wool, soy-
beans, flaxseed, and sugar beets are be-
ing supported at more than 100 percent
of parity or comparable price. Author-
ity for the support of wool prices is
scheduled to expire April 1, 1947, and the
oecretary of Agriculture has announced
that unless new authority is provided the
present support program will be discon-
tinued.

As a result of the rapid expansion of
construction activity which began after
VJ-day, the dollar value of construction
put in place in 1946 rose to a high level.
New construction activity exceeded 10.1
billion dollars, more than double the
figure for 1945 and only about 25 per-
cent{ below the record set in 1942,

NoTe—This section was prepared by the
Construction Division, Office of Domestic
Commerce.

Temporary Factors Swell Farm Income

‘IThe year 1946 was one of spoaring farm
prices and record farm income resulting
from an unprecedented demand for farm
products and the removal of price con-
trol beginning in mid-year. In the first
half of the year, cash income from farm
marketings flowed at a rate of approxi-
mately 22 billion dollars on a seasonally
adjusted basis, and in the last 6 months
of the year rose to an annual rate of
26 billion dollars,

In addition to the record disposable
income of individuals in 1946 which pro-
vided a strong basic demand for farm
products, a number of unusual influences
were at work augmenting demand.

A special export demand for food and
fiber grew out of the end-of-war famine

Construction Activity

In contrast with most other industries
which were freed from production and
distribution controls after mid-summer
of 1945, controls comparable to those in
wartime were reimposed upon the con-
struction industry in early 1946 to meet
the exigencies of the housing shortage.
With the revocation of Order L4l in
October 1945, privately financed con-
struction of all types, particularly com-
mercial and industrial building, had
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in Burope and Asia. This insistent need
coincided with bumper crops in the
United States or in the case of cotton
with a sizable carry-over and it was fi-
nanced in part by relief funds which
made possible large transfers at high
prices. Although heavy exports of foods
are expected to continue during 19447, the
intense needs will decline as continental
food production recovers from the com-
bined effects of war and bad weather.

- Another special influence contributing
to the demand for farm commodities in
1946 was the high proportion of consum-
ers’ disposable income spent for non-
durable goods—a situation which is dis-
cussed elsewhere but which raises a
question about the ability and willing-
ness of the consumer to continue to pay
prices as high as prevailed at the end
of 1946.

As a result of these factors, a general
upward price movement prevailed dur-
ing 1946, slowly in the first half of the

. year when price controls were effective,

and then more rapidly. In broad price
movements, agricultural prices typically
take the lead and record the largest
changes. During the latter half of the
yvear, removal of farm prices from con-
trol prior to general decontrol accentu-
ated the usual sensitiveness of farm
prices and resulted in a level of farm
prices considerably out of line with non-
farm commodities generally.

. Periods of rising prices bring inventory
gains to all branches of industry, but
this. benefit is particularly large for
farmers because of their usual heavy in-
ventory position. Whereas manufac-
turers now hold inventory valued at less
than 2 months’ sales, farmers hold crops
and livestock on the hoof valued at ap-
proximately 8 months’ sales. 'This high
ratio of inventory to sales which char-
acterizes farm operations results in a
very large gain from a price rise such as
that which occurred during the past
year. The reverse is equally true of a
price decline—larger losses are unavoid-
able on farm inventories.

spurted upwards and threatened to out-
strip building materials production. In-
creasinig concern with the plight of the
returning veterans, who were finding it
extremely difficult to secure housing ac-
commodations, resulted in the passage
by Congress in May 1946 of the Veterans’
Emergency Housing Act, granting prior-
ity for the building of homes for sale
or rent to veterans, imposing a $10,000
ceiling on new single-family residences,
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and establishing an agency to assist in
building homes for veterans.

Under the authority of the Second
War Powers Act, meanwhile, a-housing
expediter had been appointed in Janu-
ary, who announced a program designed
to provide 2,700,000 units in the succeed-
ing 2-year period, to use subsidy pay-
ments rather than price increases
wherever possible in stimulating build-
ing materials production, and to sub-
ordinate nonresidential building to resi-
dences for veterans. In efiect, the con-
trols over nonresidential building which
were made effective in March 1946, and
given further legal basis by the new act,
reinstated those which had been used in
wartime.

There was formulated early in the year
a series of production estimates or goals
for all types of construction and for
building materials output for the year
1946, Preliminary data suggest gener-
ally close correspondence between earlier
expectations and the actual results for
1946, with output of building materials

making a somewhat betier showing than

construction activity. Although residen-
tial building fell short of the objective,

the deficit was limited to 15 percent, in -

terms of work put in place,

Residential Starts Short of Program

The reason for the deficit in residen-
tial construction can be better under-
stood if the analysis is conducted in
terms of number of dwelling units
started rather than in terms of dollar
value put in place. The original an-
nouncement of the Veterans’ Emergency
Housing Program in February of last
year called for the start of construction
on 1,200,000 dwellings, including 250,000
factory fabricated houses. When it be-
came apparent in midsummer that the
latter number was too optimistic, the
contributions of each segment to the
total program were changed. The table
below compares estimates of actual
starts in 1946 with the original and re-
vised programs for the number of units
to be started. '

Actuagl
number
started
(prelimi-
nary
cstimate)

Revised

program,
summer

1946

Original

program,

Fehruary
1946

(Thousands of units)

New permanent dwell-

INnguUnits. v eae 671 900 838
Conventional....._... 634 650 738
Prefabricated. ... ..... 37 250 100

Conversions. .. oo oo._ 85 50 100
T3 3 11 v JRR U 48 50 50
Federal re-use—temnpo-
) ¢ 20 SRR 191 200 212
Other public and pri-
vate projectS..—o—..-- 29 It. . n. a.
Totale e e 1,004 1,200 1, 200

iy

The program as originally announced
proved to be decidedly realistic in an-
ticipating the future course of residen-
tial construction, with the exception of
the number of prefabricated dwellings.
In the latter case, the original program
was missed by more than 210,000 units,
accounting for more than the entire dis-
crepancy between the 1,200,000 units
programmed and the 1,004,000 actually
started.

The temporary reuse program of the
Pederal Government missed the original
schedule by only 5 percent. Other build-
ing by public bodies and educational in-
stitutions, Including new construction,
reuse of eXisting structures dismantled
and built on other sites, and conver-
sions—for which the data cannot yet
be . properly distributed among the
appropriate categories—accounted for
about 29,000 units started. These starts
plus the 15,000 excess for conversions
more than offset the modest difierence
between original program and actual
starts in conventional dwellings and the
small production lag in the house trailer
industry.

Completions Low Relative to Starts

Perhaps a more realistic measure of
the success of the drive for new housing
in 1946 is the number of dwelling units
actually completed. About 455 thousand
permanent conventional and prefabri-
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cated dwellings were made ready for oc-
cupancy-—although naturally not all of
these had been started in 1946. Over
45,000 new permanent units were made
available by conversions of existing units.
In addition to these, the program ior
temporary houses and trailers provided
160,000--165,000 units ready for occu-
pancy in 1946.

Sporadic building progress due to fail-
ure to receive materials as needed and
inability to hire skilled artisans at will
resulted in lengthening the duration of
actual construction from the 3 to 4
months normally required to 6 and 7
months In many cases. Construction
analysts recognized the inevitability of
this development, as the demand for ma-
terials for the number of projects author-
1zed was nearly in balance with the total
output expected for the year as a whole,
and hence tended to outstrip production,
particularly in the early part of the year.
Competition for available materials and
labor by nonresidential builders was also
an important factor contributing to
lengthened construction periods for resi-
dential units.

Nonresidential Building at High Level I

Because construction already started
before the effective date of restrictive
regulations was permitted to continue,
the volume of private nonresidential
building continued to rise throughout

Chart 15.—New Construction Activity, by Type
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the year to a total of 4.5 billion dollars.
(See chart 15.) Public and private resi-
dential building in 1946, although mak-
ing large gains, totaled nearly a billion
dollars less than nonresidential building
for the year.

All private construction—in which the
heaviest components were 3.3 billion
dollars of residential and 3.4 hillion dol-
lars of nonresidential building-—totaled
7.9 billion dollars or almost four-fifths
of the value of new construction. The
effect of this resurgence of private build-
ing was to widen further the gap between
private and public construction which
had reversed roles as the chief support
of construgtion during the war period.

In current dollars new construecfion in
1946 at ten billion roughly matched 1941
expenditures of 10.6 billion. In 1941,
this outlay was almost evenly divided
between private and public expenditure
while in 1946 private outlay was almost
315 times as large as public expenditure.

Physical Volume of Construction

Previous discussion of building volume
in terms of current prices needs to be
reappraised in the lieht of building cost
developments and the substantial in-
creases in building malterials prices dur-
ing the year. Although final data are
not yet available, a rough estimate in-
dicates that in ferms of 1939 prices, 1946
volume was equivalent to 6.4 billion dol-
lars. On this basis, the volume of new
construction last year was about two-
thirds of the 1941 total of 9.4 billion
dollars although it was still twice as
large as the 1945 figure of 3.3 billion dol-
lars in 1939 prices. In terms of physical
volume, the retardation of the programs
of Federal, State and local governments
is apparent, since the public category is
the only one in which 1946 construction
was virtually the same or less than the
volume of construction in the previous
vear. Another interesting, point which
emerges is that private nonresidential
~building was somewhat greater than res-
idential building in terms of physical
volume measured in 1939 prices.

Building Materials Drive Meets Success

‘The necessity of stimul_ating produc-
tion of all types of building materials re-
ceived early recognition as the crucial

Following the end of the war the
transportation industry underwent a
series of adjustments in both the compo-
sition of traffic and its distribution

among the various transport agencies.
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element in the 1946 construction

program.
Manufacturers responded to the mar-
ket opportunities created by the tremen-
dous building demand and were aided by
a vigorous program of Government as-
sistance, The PFederal aids included

price increases for building materials by
OPA, priorities to materials producers,
and premium payments to cover high
cost operations. At the end of the year,
almost all of the building materials in-
cluded in the Department of Commerce
production index had registered substan-
tial increases. Conspicuous shortages
persisted, however, in supplies of cast
iron soil pipe and cast iron radiation.

In view of the current high level of
building materials output and the pros-
pect for further gains, it appears likely
that production will equal requirements
for nearly all materials in 1947 and that
delays owing to maldistribution of stocks
will gradually disappear. Increasing
production is also expected to have a
restraining influence on building mate-
rials prices which rose rapidly over the
past year,

Construction Controls Modified

The outlook for construction in 1947
will be affected by the recent changes in
the whole gamut of controls. 'The gen-
eral removal of price controls on Novem-
ber 9, 1946 affected building material
prices and entailed readjustment of other
controls relating to construction activity.
Thus, the ceiling price limitations on
dwellings have been removed and the

IHmit on shelter rents has been raised -

from $80 2 month maximum to $80 aver-
age for a project. It is planned to con-
tinue guaranteed market contracis for
prefabricated houses and for new mate-
rials together with financial aids to such
manufacturers. On the other hand,
abandonment of premium payments

would seem indicated in many cases now .

that manufacturers are free to set their
own prices. Relaxation of controls over
nonresidential building may also be
expected In 1947.

Remaining restrictions on building and
the new ones devised to take the place
of those dropped are of a nonfinancial
nature. Thus, in lieu of the former
$10,000 price ceiling, the floor area per

Domestic Transportation

The major factors underlying these ad-
justments were (1) the return to trucks
and deep sea ships of fraffic diverted to
rail and pipelines during the war emer-
gency; (2) the lower level of production
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dwelling will be limited to 1,500 square
feet to restrain luxury building. Priori-
ties for construction were discontinued
after December 23, although priorities
then outstanding will continue to be
honored.

Nonveterans as well as veterans may
now build for their own occupancy, but
units built for rent or sale must still be
offered to veterans first. The quality
standards previously required have been
abandoned and the inspections that were
part of the priority system will be dis-
continued under the new permit system.
The OPA has announced that houses
buily with priorities assistance but not
completed before December 24 must be
sold at the prices stated in their author-
ization certificates which, of course, are
written for amounts under the former
$10,000 limit.

Forecast for 1947

The volume of demand which counted
so strongly in the 1946 market will for
the most part continue through 1947, If
a, favorable economic situation continues
for the next few years, the effective de-
mand for residential units will continue
unabated and will require at least 3 to 5
years for fulfillment. Given the present
large backlog of houses started but not
completed and increasing building mate-
rials production in 1947, it seems likely
thal{ one million privately financed resi-
dences of the permanent type will be
started this year and about 900 thousand
may be completed. -

Commercial construction is exXpected
to increase somewhat but a relatively
larger increase will be made by industrial
building. Extensive building of new
plants and facilities will be necessary for
economical production under the com-
petitive situation which is in process of
development and is certain to achieve
full strength within the next 2 to 3 years.
The amount of construction under way
and planned to be started makes a pro-
jection of over 2 billion dollars in this
category seem likely. This represents a
25-~percent increase in dollar terms over
1946, Public residential and public in-
dustrial construction are expected to de-
cline although there will be large in-
creases in the construction of sewer and
water systems, school buildings, hospi-
tals, and other public institutions.

and changes in its pattern with the re-
turn to a civilian market; and (3) the
reduction in the average haul with the
decline in war goods shipments to At~
lantic and Pacific Coast ports.
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The total volume of intercity transpor-
tation in 1946 was about 10 percent below
the 1945 level—and more than a third
above its 1941 rate. ‘The decline in com-
modity traffic in 1946 was less severe
than that experienced in the passenger
field due primarily to the postponement
of large reductions in the latter traffic
until the major part of demobilization
was completed in the early spring of
1946, The decline in freight movement
followed immediately after VE-day,
reaching its postwar low in October 1945,
Although combined commodity traffic
in 1946 was about 8 percent lower than
in the previous year, the trend during
the second half of the year was upward.

Postwar Readjustments

Examination of available information
on commodity traffic indicates that the
relative shares carried by rail and pipe

lines in 1946 were considerably below

their wartime peaks and only slightly
above their 1939 rate. These corrdttions
began immediately after the elimination
of the submarine menace to our sea
lanes and were increasingly noticeable
as motor fuel and eguipment became
more generally available. The propor-
tion of traffic going to motor and water
carriers increased steadily during the
period—although the latter group was
still far below its relative position in
19309.

Significant readjustments were most
evident in the railroad industry. These
took place both in the composition of
traffic and in the relationships of over-
all operating factors. During the war
years, rail ton-miles registered gains far
greater than the increases in freight car-
loadings due to the lengthening average
haul and heavier loadings of cars. These
factors in 1946 were off some 15 and 5
percent, respectively, from their wartime
peaks—so that the gap between ton-
miles and carloadings WELS sharply re-
duced. :

Despite these adjustments, both the
average haul and average load were still
about 15 percent higher than in 1939.
The increased haul reflects both higher
exports and the remaining traffic with
our overseas military forces—while the
heavier loadings of cars is still required
by Office of Defense Transportation reg-
ulations. There are many indications,
however, that these factors will not com-
pletely return to their 1939 levels and
that some of the increased efficiency in
equipment utilization will be retained.

An examination of the major classes
of commodities carried by rail reveals a
definite reversion to the prewar composi-
tion of traffic. The commodity groups
which had risen relatively less than had
total carloadings in the 1939 to 1945 pe-
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Table 1l.—Domestic Intercity Traflic
Yolume, 1939-46

[Indexes, 1935-39=100, adjusted for seasonal variation]
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Source: U. 8. Department of Commerce and the
Board of Governors of the Federal Reserve System.

riod (forest products, livestock and less-

than-carload lots) were the only ones to .

show increases from 1945 to 1946. In
addition, the relative carloading in-
creases and decreases registered in this

period by the commodity groups were, in -

general, inversely proportional to their
wartime trends. Thus, the spread be-
tween the various carload commodity in-
dexes (1935-39=100) was only 12 percent
in 1946 compared to 49 percent in the
peak year of 1944. Merchandise 1. ¢. 1.,
despite its greater vulnerability to non-
rail competition, registered the greatest
increase from 1945 to 1946, reflecting the
sharp rise in the flow of consumers’
£00ds.

Despite declines from 1945 to 1946 of 2
percent in ecarloadings, these readjust-
ments, and the increased car “turn-

- around time” as industry generally went

back to a 5-day workweek, resulted in
continuing high demand for freight cars.
The number of new cars put in service
during 1946 was about one-third less
than the number permanently taken out
of service. There was little change in
the number awaiting repair, and the
number of serviceable cars owned by
Class I railroads declined about one per-
cent during the year. However, the in-
stallation of new freight cars rose from
8,006 in the first quarter to 12,369 in the
third quarter.,

Although accumulated steel shortages
and earlier export commitments brought
installations down to 9,762 cars in the
final quarter, present allocation of steel
in 1947 will permit production of about
7,000 cars 2 month. This greater avail-
ability of cars was reflected in a survey

23

of capital expenditures by Class I line
haul railways which showed anticipated
outlays for equipment of 175 million dol-
lars in the first quarter of 1947 as against
actual outlays of only 50 million dollars
in the same period in 1946,

The railroads carried approximately
632 billion net ton-miles in 1946—a de-
cline of 13 percerit from the 1945 total.
A quarterly comparison with 1945 trafiic,
however, showed a slackening rate of de-
¢line in the first three quarters while,
despite the coal stoppage, the last quarter
of the year was about 7 percent above the
corresponding period in the previous
vear.

Pipeline Volume

The resumption of large-scale tanker
movements of oil resulted in a decline of
about one-fourth in ton-miles carried by
the pipelines from 1945 to 1946. - Since
oil production was at record levels in
1946, this decline understates the magni-
tude of the diversion in traffic from pipe-
line to water carrier. About two-thirds
of the decline in pipeline ton-miles was
accounted for by the stoppage of oil flow
through the large Government-owned
emergency pipelines. Although these
lines were leased under a short-{erm
agreement as natural-gas carriers late
in 1946, their final disposition was still
undecided at the end of the year.

Waterborne Traffic

The resumption of long-haul traffic in
both intercoastal trade and tanker move-
ments from the Gulf to the East Coast
brought a substantial increase in total
domestic waterborne ton-miles from 1945
to 1946—despite declines in volume car-
ried on the inland waterways.

"Dissatisfaction of the carriers with the
present freight-rate situation acted as a
deterrent to traffic in most nonbulk com-
modities. Intercoastal traffic is being
carried almost exclusively by Maritime
Commission vessels. Unless rates are
adjusted, or the Commission’s request for
extension of authority is approved, it
appears that this traffic will come to a
virtual halt when present authorizations
expire on February 28, 1947. (A discus-
sion of possible water-rate adjustments
and specific rail-rate revisions appeared
in lIast month’s SURVEY oF CURRENT BUSI-
NESS.)

Ton-miles carried on the Great Lakes
during the 1946 season was about 15 per-
cent lower than in the previous year.
Iron ore shipments, which in recent
yvears, account for about 70 percent of
ton-miles on the Lakes, fell from %35
million long tons in 1945 to 59.4 million
tons in 1946. This decline reflected the
direct and indirect effects of both steel
and coal stoppages in the early months
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of 1946. The grain movement was off
relatively more than iron ore shipments
due to the low stock position at lake ports
at the end of the 1945 season.

The decline in ton-miles on the inland
waterways (excluding Great Lakes) was
due primarily to the falling volume of
petroleum and iron and steel products.
The change in petroleum movement was
particularly severe on the Gulf Intra-
coastal waterways as oil was diverted
from barge to tanker. Coal traffic in
1946 was only slightly lower than the
1945 level. |

Truck Loading at Peak Levels

The shift in production emphasis from
military goods to civililan goods was
especially favorable to the trucking in-
dustry which is better adapted to the
movement of miscellaneous manufac-
tured products. This factor in addition
to near-record agricultural output, and
the elimination of the deterrent wartime
equipment and fuel shortages, resulted
in a 1946 truck-loading level .almost
equal to the 1943 peak.

The increase in loadings from 1945 to
1946 was experienced by all classes of
commodities eXcept petroleum products
and heavy machinery-—with the largest
relative gains occurring in movements
of general merchandise, motor vehicles,

The sharp increase in sales of retail
stores which followed the end of the war
brought both physical volume and the
" dollar totals for 1946 to new highs
despite the fact that many goods were
still in short supply relative to demands.

Three features marked the movement
of sales during the year. (1) Total re-
tail sales in the early part of the year
had reached a dollar volume which was
once more in line with the prewar rela-
tionship of sales to incomes. This is in
contrast to the war period when, despite
the fact that sales were steadily rising,
the aggregate dollar retail sales were
nevertheless below the amount which
consumers would have normally spent,
because of severe shortages of many
types of consumer goods, rationing and
price controls. (2) During the first 6
months of the year retail sales increased
about in line with seasonal trends. (3)
As prices were decontrolled, sales rose by
more than seasonal amounts but the rise
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building materials, and agricultural

products.

Air Commodity Transport

'The sharpest relative decline in com-
modity traffic from 1945 to 1946 was reg-
istered by the scheduled air lines—as
total ton-miles fell from 88 to 69 million.
This decline occurred despite an increase
of about 60 percent in express and freight
ton-miles, as the more important air-
mail volume was cut in half-—due to the
greatly diminished demand for air mail
to and from our armed forces. It is in-
teresting to note that as a result of these
divergent trends, the ton-miles of ex-
press and freight in 1946 exceeded air-
mail volume for the first time in air line
history. In addition, a partial survey of
the newly developed noncertificated air
carrier industry showed that these car-
riers in May and June 1946 carried a
minimum of 40 percent as much {reight
and express as the schediled air lines.

Passenger Traflic

Intercity passenger traffic in 1946 de-
clined about 15 percent from the peak

vear 194b-—the entire Joss attributable to

the 29 percent decline in rail passenger-
miles. Total rail passenger-miles de-
clined from 92 to 65 billion. The decline
was confined to noncommutation traffic
with commutation traffic, reflecting rec-

Retail Sales

reflected the purchase of goods at higher
prices. What happened to volume is not
clear; superficially, the dollar sales and

price changes indicate a decline. But

this evidence is not conclusive in view of
the shift in relative prices and in the
character of some lines of goods sold.

Of fundamental importance to the
future prospects of retail trade is the fact
that the more than normal concentration
of buying in nondurable goods stores that
was evident during the war period was
not significantly changed in 1946. This
was brought about primarily by the tem-
porary extraordinary purchases of re-
turning servicemen, by producers of non-
durables concentrating on higher price
lines, and by the low production of many
consumer durable goods, in addition to
the fact that consumers reestablished
the normal proportion of savings to in-
come. Because the supply of durables
was low, spending tended fo spill over
into nondurable goods stores.
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ord civilian employment, at its highest
level since 1931. The sharp drop in fur-
lough travel resulted in a relatively
greater decrease in coach traffic than
in the parlor and sleeping-car service.
The fall in military demand was pri-

- marily responsible for many significant

changes in rail passenger operating sta-
tistics from 1945 to 1946. Average haul
and average lodd per passenger car were
off some 15 and 20 percent, respectively.
Average revenue per passenger-mile in-
creased about 3 percent as the volvuime of
low-rate furlough traffic dwindled.

Intercity motor bus volume was down
slightly from 1945 to 1946. Although
affected, but to a much lesser extent than
the railroads—by losses in military
travel and passenger-car competition,
this traffic was bolstered by the eased
equipment and fuel situation.

Air passenger-miles carried by sched-
uled airlines increased about 70 percent
from 1945 to 1946 bringing their volume
to abBut eight times the 1939 level. The
rapid growth and significance of this
means of transport is indicated by the
fact that its current rate is over 40 per-
cent of the total passenger-miles carried
in the rail Pullman service. Available
evidence indicates that passenger trans-
port by noncertificated air carriers is as
yvet not a significant percentage of total
air traffic—but this field is expanding
rapidly.

This trend persisted throughout 1946
but toward the end of the year evidences
of slackening in the dollar sales of many
high-priced nondurables were develop-
ing. Merchants in these lines were then
confronted with the question as to
whether their sales and profits would
be cut as the supplies of durables became
available in larger quantities. TUnless
consumers decide to save a much smaller
proportion of their income than they
normally do, a larger flow of durables
would result in reduced demand for non-
durable goods with resultant price con-
sequences,

Sales of all retail stores for the year
amounted to 97 billion dollars, more than
a fourth above the previous year and
three-fourths above the prewar year of
1941, The continued gains in all retail
sales since 1939 are shown in the upper
Panel of chart 16. On a per capita basis,
dollar sales in retail outlets in 1946 were
$690, compared with $580 in 1945, and
$420 in 1941.
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Prices Up Sharply

Prices played an important part in the
higher dollar sales in 1946. Rising slowly
in the first half' of the year, prices in-
creased sharply when price controls were
removed. The index of prices at retail
stores rose 10 percent on the average in
1946 over 1945; from June to December
1946, the index increased by 17 percent.

The volume of goods sold was greater

than in the previous year by about one-
seventh, if the comparative movements
of the dollar sales and the price index
may be accepted as a rough guide.

Nondurable Sales Rise Sharply

Dollar sales at nondurable goods stores,
shown in the lower panel of the chart,
rose steadily throughout the war years.
In the first half of 1946 sales were at an
annual rate of 75 billion dollars, 20 per-
cent over the previous year. The annual
rate of 80 billion dollars reached in the
second half of the year occurred only be-
cause of the sharp increase in prices.

Sales at durable goods stores, which
had dropped to a relatively low volume
during the war years, went up steadily in
1946 despite reconversion problems and
the low volume of production of many
durable goods. Total sales in such stores
amounted to 19 billion dollars in 19486.
This dollar total was about two-thirds
above the previous year and well in excess
of the prewar year 1941.

Sales in Line With Disposable Income

Chart 16 shows the trend of actual re-
tail sales and sales which could have been
expected on the basis of the prewar rela-
tionship of sales to incomes. During the
war years sales, though rising rapidly, did
not keep pace with the disposable income
of individuals. This is shown in the up-
per panel of the chart where after 1941
retball sales calculated from the prewar
relation of sales to income are consider-
ably in excess of actual sales.?

It is of interest to note that for the
nondurable goods stores sales were fairly
well in line with incomes even in the war
vears. On the other hand, in the durable
goods field where supplies were generally
short, sales were far below the amount
that these stores could have expected on
the basis of the incomes of individuals.

After VJ-day with the shift from mili-
tary to civilian production and with a
freer spending attitude on the part of
consumers, total sales were increased by
the first half of 1946 to the point where
they were once more in line with the pre-
war relationship to incomes.

However, the striking development fol-
lowing the end of the war was the dis-

_

1For formula used to calculate sales, see
SURVEY, October 1844, “Retail Sales and Con-
sumer Income.,”
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Chart 16.-—Sales of Retail Stores, Actual and Calculated
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tortion in the consumer buying pattern.
Because many durables were still short,
consumers stepped up their purchases at
nondurable goods stores far beyond the
amount consistent with the prewar rela-
tion of these sales to incomes. On this
basis sales of nondurable goods stores
during 1946 were 12 billion dollars above
the amount indicated by the prewar re-
lationship. Sales at durable goods
stores, on the other hand, were below the
prewar relationship by about the same
amount that sales of nondurable goods
stores were above.

Sales VYaried by Lines of Trade

A comparison of sales by quarters for
the vears 1941, 1945, and 1946, for se-
lected groups of stores is shown in charts
17 and 18. In order to compare the rela-
tive changes in sales for each group a
ratio scale was used. These charts show
many contrasting developments in the
sales trends among the kinds of business
in the durable and the nondurable goods
groups. Estimates of annual sales vol-
ume are presented in table 12,

Sales of Food Stores

Sales of food slores which had risen
steadily through 1945 continued the up-
ward movement in 1946 to a record total
of almost 24.5 billion dollars—exceeding
the previous year by one-fifth, 7This
total was double the sales of these stores
in 1941.

The high level of sales reflected larger
supplies of foods and higher prices.
Some shortages of meats and dairy prod-
ucts appeared in the midquarters of the
year, but these were largely connected
with the price uncertainties. Food prices
rose sharply after price controls were re-
moved, December prices being about 30
percent above June.

While sales at eating and drinking
places in 1946 continued above 1945, the
rate of increase leveled off despite higher
prices and the increase in the civilian
population. During 1946 dining at home
increased as food supplies eased, family
units were reestablished, and many
housewives withdrew from the Ilabor
force., The decreased mobility of the
population also contributed to the slack-
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ening increase in such sales. Total sales
at eating and drinking places amounted
to 12 billion dollars, 12 percent above
1945, the smallest year-to-year rise
shown in six years.

Apparel and Department Store Sales

spending by consumers for apparel re-
flected the changing character of the
postwar adjustment period. In the first
half of 1946, influenced by strong Easter
sales and the enormous demands of re-
turning servicemen, sales moved to much
higher dollar volumes relative to the cor-
responding period of 1945, A further
flurry in the third quarter reflected a
certain amount of forward buying in an-
ticipation of sharp price rises. In the
fourth quarter some notes of caution in
buying became evident. High price lines
and poor quality items began to meet
considerable consumer resistance.

Women’s apparel stores had an ex-
traordinary volume of sales in the war
years. These sales continued at even
higher volumes during 1946. Total sales
at women’s apparel stores during the
year exceeded 4 billion dollars, 13 percent
above 1945 and two and one-half times
sales at such outlets in 1941. These sales
reflected heavy buying of high-priced
lines.

Soales of these stores which even in
the war years had been far in excess of
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what could have been expected on the
basis of the prewar relationship to in-
come, rose in 1946 to a level 1.2 billion
dollars above the relationship. At the
end of the year, however, with the avail-
ability of other goods and some resist-
ance to high prices this excess was being
narrowed.

Sales at men’s clothing stores showed
a different behavior. During the war
years sales had dropped below the line
of relationship to income established in
prewar years, After VJ-day, however,
with the return of servicemen to civilian
life sales increased sharply. Much of
this increase in demand was temporary,
however, and by the end of the year
there were some indications of a slack-
ening in the rate of increase.

Shoe Stores

Sales of shoe stores amounted to 1.5
villion dollars in 1946, more than one-
fifth above 1945. Part of the increase
reflected higher prices and part was due
to increased production. Output of
shoes for civilian use in 1946 amounted
to 525 million pairs compared with 445
million in 1845. Heavy purchases by
demobilized servicemen together with

high consumer incomes resulted in a

sharp spurt in sales of shoe stores in the
first half of 1946. In fact purchases
would have been even greater if it were

Chart 17.—Sales of Selected Groups of Nondurable Goods Stores *
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Chart18.—Salesof Selected Groups
of Durable Goods Stores !
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not for the fact that the increase in
production was limited by a tight hide
supply. As in the case of women’s high
priced apparel, a slackening of demand
developed in the latter part cof 1946 for
high-priced women’s shoes,

Department Stores

A somewhat different picture was
shown for department stores. In the
first part of the year department stores
rode the crest of the apparel buying wave
that has already been mentioned. When
demand, especially for high-priced lines,
slackened in the second half of the year
it was offset by the increased availability
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of durable goods. Thus, a high volume
of sales was fairly well maintained
throughout the year. Total sales of de-
partment stores, including mail order
houses, in 1946 were 9.6 billion dollars,
30 percent above the previous year and
almost double 1941, The gain over 1945
was the largest for any of the major non-
durable goods groups.

Jewelry Stores

The only durable goods group which
experienced a decline in sales after sea-
- sonal adjustment. in the latter part of
the year was jewelry. stores. Sales of
these stores amounted to almost 1.2 bil-
lion dollars for the year. On a seasonally
adjusted basis, however, sales which in
the first half of the year were at an an-
nual rate of 1.3 billion dollars, declined
in the final quarfer to an annual rate
of less than 1.2 billion dollars.

Jewelry stores had shown a sharply in-
creasing level of sales in the war years.
Merchandise was in fairly adequate sup-
ply and stocks more diversified by the
expansion of costume jewelry, glassware
and general gifit lines. Thus, after the
end of the war there was not the large
backlog of consumer demand as was the
case for other durables. The general
price rises and the increased availability
of other more essential goods cut some-
what into the luxury jewelry trade.

Automotive Stores

In the remaining durable goods stores
the variations shown in the chart re-
flect primarily supply conditions. Be-
cause of the tremendous backlog of de-
mand, prices asked appeared to be no
deterrent to sales.

In 1946, a total of 2.2 million passenger
cars were produced. There is no ques-
tfion that current demand could have

The international transactions of the
United States after the termination of
hostilities in 1945 showed a pattern simi-
lar to that of domestic business, declin-
ing at first and then rising again during
1946. This pattern reflects the decline
in demand created by the ending of the
war and the subsequent increase in the
production of civilian goods both here
and abroad.

Recorded merchandise exports, stimu-
lated by relief contributions, foreign
loans, and dollar balances accumulated
by some countries during the war, in-
creased steadily throughout the year, ex-
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absorbed many more. ‘Total sales by
automotive stores, including parts and
accessories, amounted to 6.8 billion dol-
lars in 1946. Seasonably adjusted sales
in the last quarter of 1946 were 93 per-
cent above the first quarter of the year.
Price rises also accounted for some of
thi.g; increase. Nevertheless, total sales
in this group in 1946 was still 20 percent
below 1941,

Home Furnishings

Sales of home furnishings stayed close
to the 1941 level throughout the war,
The rise in sales began after VJ-day
and went up rapidly as previously miss-
ing household durables began reaching
the market in quantity. The backlog of
demand plus the establishment of new

Table 12.—Sales of Retail Stores
[Billions of dollars]
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Foreign Trade

cept for the interruption caused by the
shipping strikes in September and Octo-
ber. Total transfers of goods, on the
other hand, reached their highest level
during the June quarter, primarily be-
cause of the bulk disposal of surplus
goods to France for 300 million dollars.

Imports also rose steadily during the
year, reflecting increased availability of
supplies abroad and to some extent
higher prices. BService transactions,
however, declined during the year, chiefly
as a result of the continued reduction of

‘military activity in foreign areas. Re-

ceipts and payments for transportation
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households kept sales moving rapidly
throughout the year.

In spite of continuing difficulties in
lumber production there was material
improvement in the availability of furni-
ture items throughout the year. Low
price lines, however, continued to bhe
absent.

Sales of home furnishing stores in 1946
were 4.7 billion dollars. Of this total,
furniture and house furnishing stores
accounted for 3.3 billion doliars, about
50 percent above the previous year, while
household appliance and radio stores
with 1.4 billion dollars exceeded the pre-
vious year by nearly 110 percent.

Building Materials and Hardware

Because production of goods in these
categories was channeled to war uses,
sales of building materials and hardware
stores remained at about the 1941 level
during the war years. After VJ-day,
however, as more production went to
civilian uses, sales of these stores in-
creased materially.

Sales of building material and hard-
ware dealers reached 6.2 billion dollars
for the year, a gain of about 50 percent
above 1945 and 60 percent above 1941,
Although these sales were high relative
to previous years, they did not increase
substantially during the year despite
heavy demands. This reflected the
channeling of building supplies into
building construction so that retail deal-
ers of such commodities were unable to
get sufficient supplies 1o meet demands.

Hardware store sales advanced
throughout the year as more and more
items in this category became available.
The heavy demand Kkept supplies of se-
lected products tight but in general the
supply situation eased considerably and
the quality of products improved.

sei*vices remained at a high level in ac-
cordance with the rising physical vol-

- ume of trade. Tourist expenditures rose,

particularly to and from neighboring
countries, but not sufficiently to com-
pensate for declining transactions by the
armed forces.

The surplus of goods and services
transferred to foreign countries in-
creased from 7.2 billion dollars in 1945 to
over 8 billion dollars in 1946. A detailed
account of the means of financing this
surplus appeared in previous articles in
the SurvEY.! Preliminary data indicate

1 July, October, December, 1946.
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Chart 19.—U. S. Foreign Trade, by Econoemic Classes
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that in 1946 gifts and donations financed
39 percent of the export surplus, long-
and short-term loans about 43 percent,
and liguidation of foreign assets includ-
ing gold about 17 percenf. This repre-
sents a sharp decline of gifts and dona-
tions and an increase in loans and utiliza-
tion of foreign assets compared to 1945,
The changes in the means of financing
the export surplus are due primarily to
the termination of straight lend-lease.

Government Transactions Decline

With the cessation of hostilities in 1945
the United States Government reduced
its active participation in international
as well as in domestic economic activi-
ties. The decline in the Government
share of merchandise transferred as
compared to the war period coincided
with the decline of lend-lease and the
virtual termination of reverse lend-lease
after VJ-day. Reduced activities by the
armed forces in foreign countries also

QUARTERLY TOTALS,

AT ANNUAL RATE.
{7 -8

contributed to the diminishing role of the
Government in international transac-
tions. The decline in these two spheres
of Government activity was partly and
temporarily offset by increasing relief
shipments and surplus property disposals
abroad.

Direct selling by Government corpora-
tions, chiefly the Commodity Credit Cor-
poration, increased, reflecting the re-
sumption of foreign cash purchases after
the termination of straight lend-lease,
and higher prices especially of agricul-
tural products. The sale of agricultural
products proceeded through Government
corporations as long as supplies were in-
sufficient to meet both domestic and for-
eign requirements, and certain quotas
for export had to be set aside. With
the improvement of the supply situation,
new contracts by the Government for
procurement on foreign account ceased
after January 1, 1947,
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The dollar value of Government im-
ports of raw materials and other prod-
ucts remained relatively stable through-
out the year, but accounted for a de-
clining share of total imports. No new
contracts for the purchase of certain raw
materials, such as copper, lead, copra,
and specified fibers were to be entered
into after the end of 1946. Other com-
modities, whose world supply continued
to remain short, such as rubber and tin,
were still on the procurement list. As
foreign supplies more nearly approach
demand, however, Government procure-
ment activities, except for the stock pil-
ing program, are likely to be terminated.

Controls Relaxed

In addition to the relative decline of
United States Government participation
in actual purchases and sales or other
transfers of commodities and services,
Government controls and regulations of
international trade were considerably re-
laxed. International allocation of raw
materials through the Combined Raw
Materials Board had been terminated at
the end of 1945; allocations of foodstuffs
through the Combined ¥ood Board con-
tinued only until June 30, 1846. At the
end of 1946 wheat, sugar, fats and oils,
rubber, tin, and some minor commodi-
ties remained under allocation through
secial international agreements. More-
over, increased supplies in this country
made it possible to remove from export
controls a long list of domestic products.

Exports of Foodstuffs at Peak Rate

Merchandise exports during 1946
reflected the role of the United States
in providing for the relief and rehabili-
tation needs of foreign countries. Re-
corded exports of foodstuffs reached an
annual total of about 2.2 billion dollars
(0.8 billion of which were UNRRA and
lend-Jlease exports), higher than at any
time since 1919 when, under similar cir-
cumstances, they amounted to 2.6 billion
dollars. In addition to recorded exports,
about 475 million dollars of foodstuffs
were exported to the occupied areas dur-
ing the year by the armed forces.

The increase of the share of foodstuffs
in total recorded exports from only 10
percent during the years 1936-38 to
about 23 percent during 1946 represents
an interruption of the trend in the com-
position of our exports. Over the last 70
years, with the exception of a few years
during and immediately after World War
I, food exports have comprised a declin-
ing proportion of the total. As the re-
habilitation of foreign areas progresses
and lend-lease and relief programs are
terminated, the relative importance of
foodstuffs in total exports is likely to
resume a deelining trend.
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Hich Raw Material Exports

Exports of crude materials and semi-
manufactured products (other than
foodstuffs) showed a rise from 1.7 billion
dollars or 17.3 percent of total recorded
exports in 1945 to about 2.3 billion dollars
or 24 percent of recorded exports during
1946. Even at that rate raw material
exports have not yet reached their pre-
war share of total exports (38 percent
during the years 1936 to 1940). The dol-
lar value of these exports, however, was
higher than at any time since 1920, when
exports in these categories reached 23
peak of over 2.8 million dollars.

The high dollar rate of raw materials
exports after both wars resulted from
similar factors, chiefly the inability of
war-devastated areas to provide their
customary share of the world demand for
such products, the world-wide need to
rebuild depleted inventories, and higher
prices. The need for replenishing inven-
tories also existed in the United States
where a relatively large part of the 1946
production did not reach the final con-
sumer, but appeared as an increase in
the stocks both of producers and dis-
tributors.

Finished Goods Exports Increase

At their wartime peak in 1944 exports
of finished manufactures (other than
foodstuffs) amounted to more than 10.7
billion dollars or 76 percent of the total
but declined to an annual rate of 3.5
billion dollars at the end of 1945. During
1946 exports of finished manufactures
recovered to about 5.0 billion dollars or
53 percent of total exports.

Government policies and actions con-
tinued to set the over-all tone for finan-
cial developments during 1946, but the
year saw the resurgence of activity in
the private money market and increased
demand for funds by businesses and con-
sumers generally. As a result of an im-
proved budgetary situation, Federal fis-
cal operations were no longer a major
source of inflationary pressures, as dur-
ing the war years. In addition, by its
debt redemption program the Treasury
reversed the long continued growth in
the total money supply, although private
deposit and currency holdings made
further gains during the year.

On the whole, the general financial
environment at the end of the year was
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The long-run trend for over 100 years
before the war showed a steady increase
in the share of manufactured products
in total exports. Because of heavy ship-
ments of war material under lend-lease
this class of exports outran the trend
during the war, but in 1946 the ratio of
finished goods to the total was about the
same as in the late 1930’s, whence it may
be expected to continue its gradual rise.

Imports Still Below “Normal”

Prior to the war real imports (1. e. im-
ports adjusted for prices movements)
followed rather closely the volume of pro-
duction in the United States. Princi-
pally because of the disruption of com-
mercial relations, the destruction of
foreign productive facilities, and the
diversion of production
countries to armaments, this relation be-
tween real imports and domestic produc-
tion was interrupted during the war
period.

During the past year imports increased
slowly and reached during the Ilast
quarter about three-fifths of the level
that might have been expected on the
basis of current domestic productive ac-
tivity. This compares to a little over
one-half for the year 1945.

- "The relatively small progress toward
the restoration of our imports is, how-
ever, the resulf of two offsefting trends,
geographically speaking. Imports from
North America had been above the pre-
war relationship during the war period
angd in 1946 declined to or even below
the computed ‘“normal” level. Imports
from Europe and Asia on the other hand,
increased considerably but were still well
below the computed “normal.”

Kinancial Developments

highly favorable to continued high pro-
duction and employment in the economy.
There were no evidences of a shortage of
funds seeking investment, though in the
second half of the year terms of issue
were revised to provide more attraction
for available funds. However, the firm-
ing of interest still left rates in most
cases no higher than at the close of
1945. In general, Treasury and Federal
Reserve policles during the year con-
tinued to be directed toward the mainte-

nance of the eXisting structure of in- -

terest rates.

Federal Cash Surplus in 1946

For the first time in more than 15
yvears, the FPederal Government wound

in {foreign -
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This analysis suggests that the vol-
ume of imports from Europe and Asia
should continue to rise. This increase
should be fully refiected in total imports
since imports from areas unaffected by
the war are not expected to decline fur-
ther. The volume of total imports,
should, therefore, show a sharper rise
from 1946 to 1947 than during the
former year.

Raw Materials Rise; Manufactures Lag

The commodity composition of im-
ports reflected the faster recovery of
foreign production of raw materials than
of finished manufactures. (See chart
19.) Compared to the prevailing rate
of national income imports of crude and
semimanufactured materials increased
from 53 percent of the computed ‘“nor-

mal” in 1945 to about 67 percent during

the last quarter of 1946, while finished
manufactures during the same period
increased only from 46 to 48 percent.
In the latter group, however, a decline
of imports of war materials, mainly
from Canada was compensated by in-
creased imports of civillan manufactured
goods. On the basis of prewar relations
it seems that the expected increase in
total imports will have to come to a
relatively greater extent from higher
imports of finished manufactures than
from higher imports of other commodi-
ties. This may very well coincide with
the relatively greater increase of im-
ports exXpected to come from, Europe,
which before the war supplied about 50
percent of the imports of manufactured
goods.

up the calendar year period with a small
excess of cash income over cash outgo.
As shown in chart 20, the last time the
Treasury. was in a somewhat similar
position was in the last half of 1937 and:
in early 1938 when small surpluses were:
recorded for 2 quarterly periods,

The sharp reversal of the Treasury’s:

- position was a welcome development dur--

ing 1946, since it tended to narrow the:-
gap between demand and available sup--
plies at a time when price ceilings were-
under considerable pressure. The con-.
tinuing high level of expenditures, and:
the large share going to veterans’ bene-
fits and related programs, plus the large:
proportion of taxes derived from cor--
porate profits and graduated taxes on.
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personal incomes, suggest that the net
effect of Federal fiscal operations was
still in the direction of supporting buy-
ing power, despite the small net with-
drawal of cash.

Budget Accounts Still Unbalanced

On -a budget basis, as distinguished
from a cash basis, the Federal accounts
were still unbalanced in 1946, although
the deficit for the year was cut to 2.5
billion dollars, as compared with 43.6
billion dollars in 1945 and 52.7 billion
dollars in 1944. The two bhases vield dif-
ferent results since budget receipts ex-
clude such items as taxes transferred to
the Old-Age and Survivors Insurance
Trust Fund and budget expenditures in-
clude various noncash outlays such as
transfers of Treasury funds to other
Government agencies. The cash income
and outgo data plotted in chart 21 meas-
ure actual receipts of money from the
public (other than Treasury borrowing)
and actual payments to the public.

Public Debt Cut 19 Billion Dollars

One of the most notable financial de-
velopments of 1946 was the large scale
debt redemption program of the Treas-
ury which stopped the growth of the Fed-
eral debt that had been under way since
1830. The Treasury redeemed for cash
23 hillion dollars of securities, predomi-
nantly short-term issues held by com-
mercial banks. Since there was an in-
crease in other issues, mainly those held
in other Government accounts, the net
reduction in the public debt amounted
to 19 billion dollars from the end of 1945
and 20 billion dollars from the debt peak
in February 1946.

The impact of the debt reduction pro-
gram on the over-all economy was lim-
ited because the bulk of the redemp-
tions was financed through a reduction
of the huge wartime cash balance of
the Treasury, rather than through an
excess of cash receipts over expenditures,
and because the holders of the redeemed
securities were banks for the most part.
With the Treasury’s cash balance re-
duced fo a level more in line with post-
war needs, it was apparent that further
debt reduction would be dependent on a
cash surplus.

Private Money Supply Continues Upward

The large-scale drawing down of the
Treasury’s deposits during 1946 effected
a reversal of wartime trends in total
money supply. Nevertheless, as shown in
chart 21, deposits and currency held by
non-Government owners continued to
expand at a rapid rate, particularly in
the deposit components. In the case of
currency holdings, the increase during
the year slackened to about the prewar
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February 1947

Chart 20.—Cash Income and Outgo of the U. S. Treasury
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rate of growth, in marked contrast to the
war period when currency accounted for
a substantial part of the increase in
liquid asset holdings.

Private Borrowers Replace Government

Not only was there in 1946 a complete
reversal from weartime in the role of
Government in the capital market, but
the magnitude of the needed expansion
in private borrowing far exceeded that in
any preceding year. The significant
changes in private capital requirements
may be seen from the following estimates
of the Commerce Department and the
Budget Bureau:

]
1030 | 1044 11046

Bil- | Bil- | Bil.
lion | lion | lion
dol- | dol- | dol-

_ lors | lars | lars
Private domestic gross capitsl forma-

14 [+) 4 SO 0.9 ( 3.9 27.1
Sources of funds:
Undistributed corporate profits.. .. 41 5.4 5.9
Business reservesS. o oo cmea o ameee 7.7 0.6{ 9.6
Net Government payments to bus-
INeSS .. e ecceccce e —aca .9 |—3.6 {—2.2
Inventory revaluation !laljjlust-
10 ¢ Jc] €} A -4} - 1]—3.5
* Other SoUrees o e 1.7 |[—7.4 ] 16.3

Private business gross capital forma-
tion was 7 times higher than in the war
yvear 1944, when Government financing
was the dominant factor, and almost 3
times as great as in the prewar year 1939.
Whereas during the war the large rise in
retained business income and in other
business reserves resulted in accumula-

1941 1942 1943 1944  [945 1946
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tion of liguid business assets, the reverse
was true during 1946, While internal
sources of funds far exceeded prewar and
wartime levels, the rapid expansion of
capital requirements resulted in a greatly
expanded need for outside funds.

Revival of “New Money” Market

The increased need of businesses for
long~term and working capital resulted
in 2 marked revival of activity in the
“new money’ securities market. During
the fourth quarter of 1946, corporations
raised about 1.3 billion dollars of new
money—over 200 million dollars more
than in all of 1945. For the year as a
whole, the net proceeds of new money
security issues totaled 3 billion dollars,
largest since 1930.

The proceeds from new security issues
to finance capital expansion rose from
6 percent of total private plant and
equipment expenditures in the first quar-
ter of 1946 to over 25 percent in the
fourth quarter. During the years 1937
to 1941 this ratio never exceeded 11
percent,

Refinancing Drops Sharply

In contrast to the trend of new money
Issues, corporate flotations for refund-
ing outstanding securities dropped
sharply in 1946. Net proceeds from such
issues totaled 3.1 billion dollars, about
1.5 billion dollars less than in 1945 when
there was record refunding to take ad-
vantage of reduced interest rates. The
peak of refunding coincided with the
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highs reached in the market for out-
standing securities in the second gquarter
of 1946. Undoubtedly, the sharp reduc-~
tion of stock market prices in the last
half of 1946 was a factor in this trend
reversal. 'These refundings became less
profitable as bond prices firmed. Also of
importance was the fact that the most
profitable refunding operations had been
accomplished by mid-year.

The stock market reversal in the sum-
mer of 1946 affected primarily the vol-
ume of refunding and the form that new
money issues assumed. While the stock
market was rising, stocks constituted the
bulk of new money issues, but by the
fourth quarter of last year, more than
four-fifths of the new money issues com-
prised bonds rather than stocks.

Comimercial Loans Rise Sharply

During 1946 business and agriculture
found it necessary to supplement funds
received from other sources by borrow-
ing from commercial banks. Commer-
cial, industrial and agricultural loans at
commercial banks reporting weekly {o
the Federal Reserve Board amounted to
approximately 10.3 billion dollars at the
end of the year, 3.0 billion dollars, or
40 percent, more than at the beginning,
The bulk of the exXpansion occurred after
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June 30. This suggests that the stepped-
up rate of inventory accumulation was
a drain on the working capital of many

Chart 21.—Deposits of All Banks
and Currency Outside Banks
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business firms. However, the carrying
of increased customer receivables and
larger trade payables were also import-

~ant in increasing the volume of short-

term bank borrowing.

Business Liquidity High

Although in the reconversion period,
business found it necessary to liquidate
some of their more liquid assets, working
capital continued in a highly liquid state.
Net working capital of corporations
(current assets less current liabilities)
actually increased, mainly reflecting
lower Federal income-tax liabilities.

Estimates of the Securities and Ex-
change Commission reveal that in the
vear ending September 30, 1946 (latest
data now available), corporate cash and
U. 8. Government securities holdings
were reduced by about 7.4 billion dollars
while inventories and receivables rose by

- about an equal amount. Despite these

changes, cash and Government security
holdings of 38.5 billion dollars in late
1946 represented almost two-fifths of
total current assets of corporations as
compared with a ratio of 25 percent at
the end of 1939. These assets were also
higher in relation to sales than in the

prewar period.



